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WEDNESDAY, FEBRUARY 6, 1952 


Untrep States SENATE, 
ComMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to notice, at 10:30 a. m., in room 
301, Senate Office Building, Senator Burnet R. Maybank (chairman) 
presiding. 

Present: Senators Maybank, Robertson, Sparkman, Frear, Moody, 
Capehart, Bricker, and Ives. 

The following participated in the round-table discussion: Edward 
Bartelt, Treasury Department; Alan Brockbank, National Associa- 
tion of Home Builders; E. A. Camp, Jr., Liberty National Life-In- 
surance Co.; W. A. Clarke, W. A. Clarke Mortgage Co.; Norman Car- 
penter, Metropolitan Life Insurance Co.; Aubrey M. Costa, Mortgage 
Bankers Association; Thomas P. C oogan, Defense Department: Wil- 
liam K. Divers, Home Loan Bank Board; Raymond M. Foley, Hous- 
ing and Home Finance Agency; Harry Held, the Bowery “Savings 
Bank: J. G. Jewett, Prudential Insurance Co.: D. C. Josephs, New 
York Life-Insurance Co.; T. B. King, Veterans’ Administration ; 
Oscar Kreutz, National Savings and Loan League; W. McC. Martin 
and Guy E. Noyes, Federal Reserve Board; Robert Morgan, Boston 
Five Cents Savings Bank; Robert E. Pratt, Institutional Securities 
Corp.; Franklin D. Richards, Federal Housing Administration; John 
J. Scully, Chase ae Bank; Ward Smith, National Association 
of Real Estate Boards; Jesse W. Tapp. Bank of America; and Dr. A. 
M. Weimer, United States Savings and Loan League. 

The Cuatrman. The meeting will come to order. 

I am sorry that some of the Senators have been detained, but they 
will be here in a few minutes, 

I have a short statement I wish to make. 

First, I want to welcome you and thank you for agreeing to par- 
ticipate in this round-table discussion before our committee. I know 
all of you are very busy men who occupy positions of great im- 
portance in your industry and in the several departments of the Gov- 
ernment. It ismy hope and objective that the sessions during the next 
3 days will be most productive in terms of the benefits to Congress, and 
through them our Nation and its citizens will gain. With so many 
experts as are assembled here today, we should all learn much and I 
believe we ought to have a series of most interesting meetings. 

The problem, gentlemen, that brings us together is the current state 
of the mortgage market. As you know, over the past several years 
Congress has been called upon to enact various pieces of legislation 
directly related to mortgage financing. Such legislation was enacted 
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usually on an emergency or piecemeal basis. The Congress has never 
taken the time out to consider the full implication of legislative action 
in this field, or, as we have on various other proposals that come before 
the Congress, afforded ourselves the opportunity of exploring fully 
the direct and indirect problems with respect to such legislation or the 
policy implications of any proposed action. 

From all sides we are hearing about the lack of mortgage money— 
from the builders and mortgage institutions in the critical areas, from 
the veterans all over the country, and from almost everybody who 
wants to buy, sell, or finance a house. What should be done about it? 
Some say do not interfere and the market will take care of it. Others 
say the market will take care of it if you will only allow it to operate 
freely. Another large group says just give FNMA enough money 
and authority to issue advance ‘commitments and your problem is 
solved. Veterans’ groups and their friends urge that the VA direct- 
loan program be expanded by direct authorization or by purchase of 
VA-held mortgages by the national service life-insurance fund. Why 
go through the farce of making it appear private funds are being 
used to finance housing; why not be honest and let FNMA finance 
housing directly and not have to split its profits, is another question 
being persistently asked. And so it goes. 

In order to get the best and most- informed opinions regarding these 
and other proposals and questions, and to fully understand the broad 
implication of the problem and its solution, I thought that the simplest, 
most expedient and intelligent way to do it was to bring together in 
one room the people that, more than any group, make the market and 
the decisions affecting it, and to encourage them to discuss it fully 
and from every conceivable angle. 

While I know it will be difficult for the Senators to restrain them- 
selves from asking a great number of questions and expressing their 
opinions on such an important problem, my purpose in holding the 
meetings in the form of a round table was to allow the experts and 
people in the industry for the most part to do that job for us. Since 
their views and approaches to the problem will vary, it seemed to me 
that in this manner we can get the most out of the limited time this 
committee can give to this question. I know that the Senators will 
cooperate. 

Since much of what you gentlemen will be discussing can easily get 
quite involved and technical, I know you will not mind if we interrupt 
you from time to time for explanation and clarification. 

Since there are 24 participating in this round table and only about 
7 hours to discuss this problem, there will be only about 15 minutes on 
an average allowed each participant. While I do not propose to hold 
a clock on anyone, I would request that no one speak in excess of 5 
minutes at any onetime. In that way each will get a chance to direct 
our attention to a point which the others have not yet mentioned, and 
we shall have in that way a much more live sly and interesting 
discussion. 

At your place is a topical outline of the various factors to be con- 
sidered during these discussions. While we might well follow this 
logical outline in pursuing this discussion, it seemed to me that a less 
formal and free discussion of what is on your chests would cover the 
same points. I shall, however, exercise my prerogative as chairman 
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to direct your attention to different aspects of the problem indicated 
in the outline, and not allow too much time to be spent on one aspect 
to the exclusion of others. I shall also attempt to see that you all 
get a chance to speak. If you care to interrupt or comment on any 
of the other participants’ remarks, we shall try to give you that oppor- 
tunity. The topical outline will, without objection, be inserted in the 
record at this point. 

(The outline referred to follows :) 


ToPIcAL OUTLINE FOR DISCUSSION OF MORTGAGE FINANCE PROBLEM AT RoUND TABLE 
WitH UNITED StTatres SENATE BANKING AND CURRENCY COMMITTEE, FEBRUARY 
6, 7, AND 8, 1952 


I. Demand and supply of long-term investment financing. 
A. Net demand for long-term investment funds. 
(1) Federal fiscal operation. 
(a) Budget. 
(b) Cash deficit. 
(2) State and local government new issues. 
(3) Corporate new-issue financing. 
(a) Defense plants. 
(b) Others. 
(4) Mortgages—farm; nonfarm, residential, nonresidential. 
B. Supply of long-term-loan investment funds. 
(1) Net inflow of savings to invest. 
(a) Life-insurance companies. 
(6b) Mutual savings banks. 
(c) Savings and loan associations. 
(d) Commercial banks. 
(e) United States savings bonds. 
(f) Private pension funds. 
(9g) Public pension funds. 
II. Interest rate structure: 
A. Rate relationship. 
(1) Long-term Government mortgages. 
(2) Long-term Governments versus intermediate and shorts. 
(3) High-grade corporate bonds and mortgages. 
B. Factors affecting mortgage rates on mortgages and comparable 
investments. 
(1) Risk—guaranteed and insured. 
(2) Liquidity. 
(3) Term (maturity). 
(4) Administrative expenses and net yield. 
C. Effect of changes in interest rate. 
(1) On aggregate supply of loanable funds. 
(2) On demand for loan investment funds. 
(a) For specific types of investments—mortgages, cor- 
porate issues, municipal issues. 
III. Demand and supply of mortgages in 1952. 
A. Demand for mortgages. 
(1) Volume to finance 800,000 new units. 
(2) Volume to finance existing house purchases. 
B. Supply of funds for mortgages. 
(1) Sources and amounts (repayments and net inflow of sav- 
ings). 
(a) Savings and loan associations. 
(b) Life-insurance companies. 
(c) Mutual savings banks. 
(d@) Commercial banks. 
(e) Individuals and others. 
(f) FNMA, 
(9) VA direct loan. 
(2) Availability of VA-guaranteed and FHA-insured loans. 
(a) Volume. 
(b) Area. 
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(3) Level of backlog of commitments for financing comparable 
with a year ago. 
(a) FHA, 
(b) VA, 
(c) Conventional, 
C. Effect of credit regulations. 
(1) Changes in volume under regulations. 
(a) Total-—-FHA, VA, conventional. 
(b) Changes since September 1, 1950. 
(2) Terms at which mortgage loan funds are available. 
(a) Loan to value ratio below or at regular limits. 
(b) Maturity below or at regular levels. 
IV. Financing for defense housing. 
A. Need for defense and military housing. 
b. Financing problems. 
(1) Long-range marketability—location, city, town, or isolated 
areas, 
(2) Servicing of loans—location, volume concentrate. 
(3) Interest rates. 
(4) Other. 
C. Role of FNMA. 
(1) Prior commitments. 
(2) Set-aside of funds. 
V. Structural organization of mortgage markets. 
A. Geographic distribution of loanable funds. 
(1) Concentration of national supply. 
(2) Regional concentration. 
(8) Lack of funds in hinterlands—direct loan areas. 
B. Servicing organizations, extent of. 
(1) Branch offices. 
(2) Correspondents. 
(3) Centralized mortgage service organizations, 
(4) Subsidy mortgage organizations. 
(5) Government organizations. 
VI. Recommendations. 
No action, 
Allow flexible interest rates 
Direct VA-loan program, 
Use of NSLI funds for VA loans. 
5. Prior commitments and increased authorization for FNMA. 
6. Direct loans by FNMA in critical defense areas and for title VIII 
loans. 
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‘. Increase in permissible fees on insured and guaranteed mortgages. 
Shorter FHA debenture terms and allow ratio to correspond to rates 
on long-term Government bonds, 

9. Revise FHA allowable foreclosure expenses waste provisions 

10. Authorize FNMA to alter offer and selling prices as a means of FHA 

and VA mortgage control. 

11. Credit controls and material controls, 


12. Administrative changes in HHFA, FHA, HLBB, and VA. 
13. Changes in regulations, 
14. Other proposals. 

The Cuarrman. Mr. Brockbank, you represent the National As- 
sociation of Home Builders. You represent the people that build 
the houses and without financing you cannot do your job. What is your 
opinion with respect to housing credit at present / 


Mr. Brocxsank. Mr. Chairman, members of the committee, and 
fellow conferees, I first would like to compliment the members of 
the Banking and beer htigrsind Committee for this type of hearing. 


I am sure we are going to get some real results from this type of 
hearing, and I “witlhe that it is very successful. 


Now, in a word, Mr. Chairman, I can say that our problem is a 
tight money market. If you give us money, we will build the houses. 
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The National Association of Home Builders, early in the defense 
program, concluded that the most important thing that they could 
do was to build the houses needed for the defense purposes, and 
so we set up an organization over the Nation. We have now 8d field 
men in every area which has a defense-housing program, or a mili- 
tary-housing program in effect. 

These men are checking the conditions, they are going into the 
area very minutely to find out whether the findings of the com- 
mittees who have been there before to decide that a critical area 
exists are really so, and when they do find that to be the case, they 
are ascertaining who can build the houses, and seeing to it that the 
programed houses are applied for and built. 

About every 2 weeks we get a report on the progress. The re- 
port tells whether or not the programing is being t iken up, and then 
how fast the starts are being made. 

We have such a report that we have just completed, and in fact 
some of the field men are still sending them in, in the last day or so, 
and we have some very important and decisive statements that we 
care to make about this subject. 

The first is that the builders of this Nation have over-subscribed 
the programed housing. ‘There has been approximately 69,000 houses 
aad amed up to this date, and there are 201,000 applications for those 
69,000 houses, so the builders of this nation are willing and ready to 
do the job. Many of them have obtained land, have made arrange- 
ments for materials, have done all the things that are necessary to 
try to start, and then they are confronted with the money-shortage 
problem. 

In many areas, before the FNMA precommitment take-out was 
exhausted, they made applications for the available set-aside. I un- 
derstand that there were $45 million of applications in excess of the 
umount of money available. 

There has been programing in many new areas in recent weeks, 
since FNMA money was exhausted. The builders are reporting that 
there is no money available whatsoever for them in these new areas. 

Another thing that we are getting reports on, and these are very 
vivid, is that the builders cannot get utilities up to the tract where 
they must build the defense housing. 

A third thing is that many of these projects are in remote areas. 
And some are in the “never, never land.” They are in an area where 
the Army is unable to certify that it is an absolutely permanent instal- 
lation, and yet the FHA without that certification cannot give a full 
commitment to the builder for the construction of the houses, and 
the builder is unable to build the houses. 

Some of them are in remote areas where the FHA has never made 
FHA loans. They are just so remote that a mortgage pattern for 
these communities was never conceived by FHA. 

We have one other problem, and it is not secondary in the eyes 
of the National Association of Home Builders. Over this Nation 
veterans are coming to us for loans. They want homes. We under- 
stand that there is a large group of veterans who have qualified as 
a result of the Korean war who wish to have homes _ VA loans 


made available to them, but we can find no money to finance VA 
loans in many areas. 
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So, Mr. Chairman, our problem is give us the money, some way or 
other, and we will build the houses. Thank you, kindly. 

The Cuarrman. We certainly thank you for that statement. 

I will ask Mr. Josephs if he would mind giving us his idea of the 
problem of the mortgage field as he sees it! Mr. Josephs is presi- 
dent of the New York Life Insurance Co., one of the leading life 
insurance companies of America. Mr. Josephs, would you mind dis- 
cussing that problem ¢ 

Mr. Joserus. Thank you, Mr. Chairman, and members of the com- 
mittee. From the point of view of the life-insurance companies we 
collect savings around the country, and the life-insurance business as 
a whole invests about $6 billion a year. When there is a mobilization 
of the economy, such as we have now, there are of course a great many 
claimants for the funds, for defense operations, public utilities, rail- 
roads, as well as demands for mortgages for housing. 

Because of this, there are many more demands upon the life-in- 
surance companies for funds than they were accustomed to in recent 
years, and more, perhaps, than they can satisfy. These demands 
have been somewhat expressed by a change in interest rates, includ- 
ing the change of interest rates on Government bonds and corporate 
securities. 

There is apparently a shortage of money available for construc- 
tion of certain types of houses, because the rate there is fixed, while 
it has increased in other directions. There has been perhaps a half of 
1 percent change in the general interest level for corporate securities. 
Rates of interest on insured mortgages and VA mortgages have re- 
mained at the same figure. The result is when claimants for money 
come to us, we will lend in that direction which gives our policy 
holders the best return. 

We try to keep a substantial portion of our funds in housing mort- 
gages, but, as I say, there is today a better bargain for us in other 
directions. That has caused us perhaps to reduce our purchasing 
somewhat. However, over the past few years we have been increasing 
the percentage, as a good many other insurance companies have done, 
of assets invested in mortgages. The result is that in the last few 
years, there has been a higher-than-normal increase of funds placed 
n mortgages. That seems to have come to an end at the moment, so 
that most of us are keeping the same percentage of mortgages in our 
portfolio as we had before. This makes for a reduction in the rate at 
which We are purchasing. 

To sum up, we are asked for a lot more money in a lot of different 
directions in the total economic mobilization. Within the mortgage 


> 


itself there is a distortion, now, between the rate which will be 


paid for the conventional type of mortgage as against the VA and 
FHA rates—which were satisfactory 1 year ago. 
to defense housing, I speak for my company particularly, but 


k it is true of the rest of the life-insurance companies, verv few 


of them have bought under title 9 of the FHA simply because we have 
other means oT investing our money in the investment aualitv of Gov- 
ernment-insured loans with which we are more familiar, and in which 
Be — . — + 7 nia 'T} ] } 
we have. so far, some, more confidence. Thank you verv much. 


Phe Cuatmmman. Thank you, Mr. Josephs. 
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Mr. Foley, as Administrator of the Housing and Home Finance 
Agency, responsible for the national housing program, what do you 
think about the problem that confronts us, partic ularly as to interest 
rates ? 

Mr. Forry. Mr. Chairman, and gentlemen, the subject, of course, 
is one of the utmost importance to the responsible officials of the 
Housing Agency to whom the Congress and the public at least look 
in part for a successful performance of the task involved in housing, 
and particularly in defense housing. 

As I understand it, quite largely this session, and the ones in the 
next 2 days are to be devoted to the question of the availability of 
necessary financing through private channels for the housing pro- 
gram of the year. 

I think, Mr. Chairman, there may be some perhaps subconscious 
disposition to try to judge the availability of funds this year as 
against the de mand for funds created by the housing production in 
previous years. In other words, housing production, measured in 
starts something like a 000 in the year 1950, and some thing slightly 
under 1,100,000 in the year 1951, has accustomed us to measuring our 
financing needs as ake that kind of volume. As everyone here, of 
course, is well aware, the necessities of the defense program, and the 
anti-inflationary effort have dictated an effort to reduce the volume of 
starts. Last year a target figure of 800,000 to 850,000 was set, but 
was exceeded, as everyone knows, for reasons that were perfectly 
obvious. While we did put credit regulations into effect, there was a 
large amount of advance commitment exempt from those restrictions, 
so the real effectiveness of the credit restrictions took place only in the 
latter part of the year. 

This year, as has been very recently announced, the responsible 
agencies in Government having to do particularly with materials, 
and with housing, and with the matter of general stabilization, have 
reached concurrence in the belief that about 800,000 starts is what 
we call the attainable ceiling. I should explain that, because I think 
it would be useful in the further discussions. The volume is attain- 
able in the sense that those materials of critical nature which have 
to be carefully allocated, and which can be allocated to housing would 
make possible that number of starts with assurance of completion 
during a reasonable building time only if there is careful conservation 
of the amount of critical materials placed in individual units. 

It is a ceiling because we believe that that is the largest number 
as against the presently available supply of materials, or the outlook 
for them, that it would be safe to start and expect to complete duri ing 
a reasonable construction period, and safe also from the st: indpoint 
of the effect of a much larger program in the flow of credit, and its 
effect on the general stabilization picture. 

The Chairman. Mr. Foley, do you mind being interrupted? You 
say the starts this year will be around 800,000 % 

Mr. Forry. That is what we have set forth as the figure at which 
we should aim as the attainable ceiling, practical from the material 
standpoint, and top from the other st: andpoint. 

The CuatrMan. In the housing situation, are any attempts being 
made to substitute materials such as are being made in the automobile 
industry? Where you use so many critical materials, you could 
have so many more houses if you substitute. : 
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Mr. Fotry. If we are to get 800,000 units out of what presently 
appears to be the available supply of critical materials for housing, 
it will mean, Mr. Chairman, that the amount that habitually would 
be put into the average housing units of certain critical materials 
will have to be reduced through substitutions or acceptable alterna- 
tives, and through better design. 

The Cuamman. I did not quite hear what you said. Did you 
say that even with the 800,000, you will have to substitute materials? 

Mr. Fotry. Even with the 800,000. If we achieve the 800,000, there 
will have to be strict conservation of critical materials. 

The Crarrman. Is there any possibility of substituting more mate- 
rials to get more than that? 

Mr. Fotry. Yes, we believe after studies that can be accomplished 
and still get sound housing. 

The Cuamrman. Have you an estimate? 

Mr. Fotry. We have a great many figures we can furnish on the 
details of the use of materials. 

Senator Rorrerrson. I want to ask a question at that point: 

How many units were started last year? 

Mr. Fotry. Slightly wnder, according to present figures, 1,100,000. 

Senator Ropertson. That is the second largest in our history. 

Mr. Fotry. I believe it was. 

Senator Roserrson. I understood it was the attitude of the Federal 
Reserve Board—possibly it was Mr. McCabe's attitude—that the starts 
in 1951 should not exceed 600,000. 

Mr. Fortry. I had not been advised that that was the view of the 
Federal Reserve Board. I think that figure has been published. It 
was published, however, simply as a derivation using the standard 
consumption of critical materials per house that was customary in 
the past as against a projection over the vear of the second quarter 
allocation. 

What we are saying, Senator Robertson, is that as against that base, 
with more conservative use of the critical materials per house, 800,000 
could be safely produced. 

Senator Roserrson. I understood Mr. Wilson when he testified 
before our committee several weeks ago to say in his opinion it would 
be necessary to reduce new starts this vear about 400,000 below last 
year. 

Mr. Fotry. While I was not at that hearing, there has been, Sena- 
tor, close consultation between their agency and ours. Moreover, I 
serve as an assistant to Mr. Wilson as Coordinator of Defense Housing 
and Community Facilities. I think they intended merely to convey 
that there would have to be a 40-percent reduction in the critical ma- 
terials used for housing. We are simply saying that a conservative 
distribution of that amount of critical materials will safely produce 
SO0.000 units. 

Senator Rosertson. I would like to finish on this particular point. 

What is the total amount of housing mortgages that the Federal 
Government has now cuaranteed ? 

Mr. Fotry. I do not carry the figure in my mind, Senator. Per- 
haps Mr. Richards can tell you the figures of FHA, and Mr. King 
for the VA. 

Senator Ronertson. I was advised it was approximately $15,000,- 
ODO.000 








a 


A 


— 


ae 


ae Tel 


tly 
1g, 
tld 
als 
a- 


oul 
re 
te- 


ed 


ld 
st 


A- 


ig 
Vv 
Aa- 
ve 
ce 


cs 
al 


MORTGAGE FINANCING g 


Mr. Fotey. Presently on the books? It is probably more than that 
as a total for both FHA and VA programs. 

Senator Rogerrson. Let us get as accurate a figure as we can get- 

Mr. Ricuarps. I can give you the figures for the Federal Housing 
Administration. 

We have insured $25,850,000,000 in loans, and of this number there 
is an outstanding balance of a little over $14,000,000,000 of insurance 
in force. 

Senator Ronerrson. Then I understood there were some other mort- 
gages that were carried above $15,000,000,000, 

Mr. Kine. Senator, in the Veterans’ Administration loan-guaranty 
program, through the end of 1951, we had guaranteed or insured 
about $16,000,000,000 in home loans. 

Senator Rogertson. With how much in force now? 

Mr. Kine. We do not require those holding the loans to give us 
monthly tallies on pay-offs, but we would estimate the figure that there 
must be somewhere between $12,000,000,000 and $13,000,000,000 out- 
standing. Of that total, however, the Government’s contingent lia- 
bility under the guaranty is about $7,000,000,000. 

Senator Rosertson. You have $14,000,000,000 in one agene y, and 
$14,000,000,000-plus in another agency. That is $28,000,000,000; is: 
it not ¢ 

Now, Mr. Foley, when you say “we have guaranteed,” you mean 
the Government has; do you not? It is a hability of the Federal 
Government; is it not / 

Mr. Fotry. Yes, sir; a contingent liability. 

Senator Ropertson. ‘te st week the Secretar y of the Treasury testi- 
fied before the Appropriations Committee that we were going into 
debt $5,000,000,000 this year, and on the basis of the presently pre- 
sented budget, if there were no new tax bill that we would go in the 
red over $14,000,000,000 next year, and that when we did that we would 
be within $100,000,000 of the statutory debt limit of $275,000,000,000. 

L asked him how much the indirect obligations of the Government 
were which we would have to assume in the event of a depression. He 
said he did not have those figures, but would supply them for the 
record. We now find that there would be $28,000,000,000 on housing 
alone, and possibly there would be a good many more billions in various 
other agencies which the Government has underwritten. 

Mr. Fouey. I assume, of course, Senator, you have in mind a com- 
plete failure and foreclosure of all, and total loss on property, which 
of course would probably not happen in any case. The contingent 
liability in the FILA, perfected by an insurance and reserve in case: 
of the complete depression, might not be sufficient, but would have back 
of it the properties you would be taking over, which would be managed 
and sold at the market value. So, while that might be the total con- 
tingent liability assuming complete failure, I think it would be quite 
unreasonable to assume anything like complete failure. 

However, what I was trying to bring out for the purposes of this 
discussion—— 

Senator Roperrson. Let me add that I have not assumed there will 
be complete failure, and I do not think all market values will be wiped 
out under any foreseeable conditions. I am thinking in terms that a 
private individual or corporation would have to figure if somebody 
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said it was insolvent. I might not have to pay all these obligations, 
but they are obligations on ‘the books; are they not? If you cannot 
meet them now, you are insolvent. 

That is a matter that we cannot ignore. If 800,000 new units of 
homes are to be financed primarily by the Federal Government as- 
suming 90 percent—is that the figure ?—90 percent of the cost of those 
homes ? 

Mr. Foiry. Well, it varies, of course, according to the type of 
insurance. 

Senator Roserrson, What are the limits ? 

Mr. Forry. It could range to 95 percent the highest possible under 
FHA, and under VA— 

Senator Roserrson. If you had a friendly inspector, and he gave 
110 percent valuation for the contractor selling them, the security is 
depreciated to that extent if the Federal Government ever has to step 
into the picture; is that not true? 

Mr. Foitry. You would have, of course, the asset of the property 
itself, which I should also point out, Senator, when you are talking 
about 800.000, 1,000,000, 1.200.000. or whatever, it is not to be assumed 
that that total program of production is going to have Government 
guaranty or insurance. About one-third has been our experience in 
the FHA. Possibly, in special situations, it will be a little higher, 
but at least one-half would be conventional, and not so guaranteed. 

Shall I goon? 

The CuHatrmMan. Please go on. 

Senator Ronerrson. I want to make this observation, Mr. Chair- 
man, because this is a very vital matter. We sit in the Appropriations 
Committee, and hear the military, tell us we face a grave emergency ; 
that we may have our brains beaten out at any unexpected moment, 
and they cannot cut that $52,000,000,000 for the military on top of an 
authorized $90,000,000.000 one red cent. That is a matter that natu- 
rally disturbs us. Just how grave is the emergency, or can we go ahead 
with our normal domestic program, and build all the houses ‘that can 
be financed, with the Government underwriting insurance companies, 
banks, and so forth. 

The CuarrmMan. Will you go ahead, Mr. Foley. 

Mr. Fotry. The point that I was making was this: that, in trying 
to evaluate whether or not there will be available sufficient mortgage 
funds to carry out the housing program of this year, we have to kee p 
in mind that the program that is proposed as a ceiling is very con- 
siderably less than that of previous years, and therefore would require 
a much smaller total mortg age fund. 

The Housing Agency and the other agencies of Government con- 
cerned with these matters, but particularly the Housing Agency, are 
interested in that production of housing from three general classi- 
fications: 

One, what we might call the general civilian need as distinguished 
from the other two. Second, and which for the purposes of this dis- 
cussion is particularly important, the defense housing need in areas 
where there are critical defense areas. Third, is the general need 
of the veterans with particular reference to the special means that 
Congress has set up to assist them in obtaining loans. 
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Now, then, from such studies as we have made—and I think this 
will be generally supported by those from financial institutions—it 
seems probable that there would be available from the usual channels— 
from accumulation of funds, savings, and amortizations of previous 
mortgages, and so forth—sufficient funds to finance the new construc- 
tion of 800,000 units this year. 

Our problem, it seems to me, particularly from the standpoint of the 
Housing Administrator at this time, is whether those funds are going 
to be available generally and effectively in the point of time and geo- 
graphic location and type of housing for the general market, par- 
ticularly for the defense housing market, and for the general needs 
of the veteran. It seems to me that is the approach that we need to 
make at this time to determine, one, whether we are right in assuming 
that funds, per se, will be available; and, two, whether they will be 
made effectively available in those particular areas, and again espe- 
cially in defense areas. If they will not be available, what is the rea- 
son why those who are responsible for custodianship and investment 
of those funds are unwilling or unready to advance them in a par- 
ticular part of the area as distinguished ivom some other, whether it is 
a matter of interest rate, whether it is a matter of special risks in- 
volved in locations, and soon. Those are the things that I think, if we 
could get answers to in these sessions, would be most helpful to us. 

Senator Roverrson. On the question of whether the funds would be 
available, how much construction does the United States Savings 
and Loan League finance ? 

The Cuamman. We will have the answers from their people here. 

The next gentleman I was going to call was Mr. Costa, president of 
the Mortgage Bankers Association, who represents the men in the 
front lines in this battle for mortgages. I would like to know his 
view on the 800,000 houses Mr. Foley spoke of, and the distribution 
of these houses in various areas of America; and, if he would not 
mind, the interest rate also. 

Mr. Costa. 

Mr. Costa. Mr. Chairman and members of the committee, the Mort- 
gage Bankers Association of America is, generally speaking, a group 
which works with builders in the organization of mortgages. They 
help them in their program of the procurement of interim financing 
that is, money while the buildings are in progress—and then they 
make these mortgages, handle them with various investors, and service 
them from their inception to the ultimate payment. 

We are anxious to carry on with the defense-housing program and 
the housing of veterans. We have some problems that seem to disturb 
us in the program somewhat. You asked about interest rates—— 

The CrarrMan. Yes; we would certainly like to know the problems 
to get your ideas. 

Mr. Cosra, Senator Maybank, I would believe the thing we are 
most concerned with at this time is the financing of the defense- 
housing program. We find some problems in that situation in the 
matter of interest rate as well as in the matter of settlement in the 
event of default. 

The Cuairman. Is that a great worry to the mortgage bankers, in 
the defense areas, in case of default ¢ 

Mr. Costa. Well, Senator, there are certain projects that we might 
describe as being planned in remote areas. Presently . 
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The CrHarmman. Well, that gives this committee great concern, as 
you know. If you could enlarge on that, we would appreciate it. 

Mr. Cosra. Presently we have a number of areas with which we 
have not become too familiar. They are in remote areas, and when 
we take investors into these areas to make mortgages we find that 
they have expanded activities in Army, Navy, and Air installations, 
but should those become deactivated in the course of, shall we say, 
2 or 3 years, or when the emergency has passed, we have a problem 
in the position of the investors at that time. 

Senator Roperrson. May I ask a question / 

Mr. Cosra. Yes, sir. 

Senator Rorertrson. If the lenders hold back in a critical defense 
area, because in 2, 3, or 4 years it may be deactivated, are they then 
in a position to object if the Government goes in and erects the 
houses ? 

Mr. Costa. Sir, I think we have a desire to cooperate. If we fail 
to be able to provide the money on the terms that are presently in 
the program, I would feel we could not complain too severely if the 
Government did at that time. We are asking for some changes. 

Senator Rorerrson. If there is a desire to cooperate in the interest 
of the preservation of the American private-enterprise system, have 
you not a duty to cooperate ¢ 

Mr. Costa. Yes, sir, and we want to. 

Senator Roperrson. If there is a limited amount of money, and 
critical materials, whereby we cannot build 800,000 units this year, 
where should the prior ity be given ¢ 

Mr. Cosra. I think the priority should be given through defense 
housing. That is the paramount factor. 

If I might go a little further, Senator Robertson, in the event of 
the deactivation of one of these areas, an investor would find himself 
not in possession, shall we say, of a mortgage, but ultimately in posses- 
sion of debentures, which are given by FHA. There are certain 
factors in the matter of the value of those debentures that are presently 
disturbing us. 

The CuHarrman. Let me ask you this, too, Mr. Costa, in connection 
with that: Is it not a fact in some of these defense areas, and par- 
ticularly the remote areas, the lack of facilities also materially curtails 
whatever mortgage operations you have? 

Mr. Costa. Yes, sir. 

The CuarrMan. I am speaking of sewers, drains, and so forth. 

Mr. Costa. Definitely; and I think each individual area has to be 
underwritten and weighed on its own merits. 

The CHarrMan. Particularly the facilities. This committee last 
year passed a substantial authorization bill for facilities in defense 
areas. This is comparable to direct appropr iations for the Army and 
Navy. As you know. this authorization was never approved through 
an actual appropriation. 

Mr. Costa. That is correct, sir. 

Now, in the event of a case, we will say, that goes into difficulty, a 
ghost city is something that is quite tie! because to get your 
debentures you have to deliver the housing in certain condition, and 
that housing can be subject to vandalism; there would be considerable 
waste, and one of our problems is the matter of delivery of the prop- 
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erty and the acquisition of the debentures, and then the rate of interest 
on the debentures, and the term of the debentures. 

The Cuatrman. Would you discuss the matter of the interest rate 
for us? 

Mr. Costa. Yes, sir; the rate of interest on the debentures in the 
present defense- housing program, | believe, is set at 244 percent. We 
would believe that a small increase in that rate would prov ide a better 

value for that debenture, based on the current value of money. 

The Cuainman. What would you call “a small increase” ¢ 

Mr. Costa. I would say, sir, an increase from 214 to 2°4 percent. 

The CHarrmMan. A quarter of a percent increase / 

Mr. Cosra. A quarter of a percent increase would make a consider- 
able difference. 

The CuarrMan. Do you think that would make the mortgages more 
attractive. 

Mr. Cosra. I think it would improve the market. It would encour- 
age the people who presently are having a problem to be interested in 
them. ‘Those debentures, I would hazard a guess, might be worth 
today to those in possession of them possibly 96 on the present market, 
and of course these investors who m: ‘se these loans represent basically 
widows and orphans, whether they be life-insurance companies, sav- 
ings banks, national banks, savings and loan institutions or others, and 
the companies are in the position of being criticized if they accept a 
security that might entail a considerable capital loss. 

Senator Roserrson. When you refer to the bankers, are you refer- 
ring to a bond that has no lien on any specific property / 

Mr. Cosra. When a mortgage is liquidated, for a holder of a mort- 
gage, Senator, to get his debentures he delivers title to the Federal 
Housing Administration, and they issue him a debenture of the United 
States Government. I believe that gives you basically that picture, sir. 

We are interested in a further discussion on the problem as regards 
veterans’ housing. We have, we believe, done a fine job up to this 
time, and want to continue on it, and as the discussion proceeds, we 
will participate further. 

The Cuarrman. We will hear now from Mr. Martin, Chairman of 
the Board of Governors of the Federal Reserve System. 

Mr. Martin. Mr. Chairman, we all know that during 1952 the 
defense effort will generate a heavy demand for financing both on 
the part of the Federal Government, and private borrowers. If we 
are to be successful in maintaining our economic stability, it will 
depend on whether total demands on the credit and capital market 
can be substantially limited to the supply of real savings. 

Now, I want to point out that the economy's aggregate savings in 
i951 were at a very high level, and this entire amount of savings was 
absorbed in financing private, State, and local government capital 
‘nies ealaligg inventory accumulations, plant and equipment 
outlays, and residential and commercial construction. Nevertheless, 
the total credit and capital demands were so great that the savings 
supply was supplemented by an expansion of bank credit which was 
large enough to bring about the resumption of inflationary trends. 
This situation, I want to point out, resulted, despite the fact that we 
had a Federal cash surplus of about a billion dollars. 
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Now, the President’s recent budget estimates imply that the Fed- 
eral Government will have a large cash deficit in the present calendar 
years, involving new borrowing in the market of as much as $10,- 
000,000,000, or even more, and at the same time private financing de- 
mands for defense purposes, and for essential civilian needs are 
going to continue strong and persistent. If we grant that the Na- 
tion’s saving this year will again be at a high level, these necessary 
credit and capital demands must have a first call on the anieltin 
savings supply, and will take a much larger share than last ye If 
resumption of inflationary pressures is to be avoided, such Ramanida 
should not produce an excessive expansion of money created through 
the growth of bank credit. 

The primary financial problem in our judgment, confronting pub- 
lic policy at this time, is how to keep the total financing dem: inds of 
the economy in reasonable relation with the savings funds that will 
be available. The questions with which this group is particularly 
concerned are whether mortgage financing can obtain from the avail- 
able pool of funds a suflicient amount to cover the 800,000 new units 
which had been suggested as an attainable ceiling for 1952 on the 
basis of available resources, and also whether the distribution of 
that financing, at the current pattern of mortgage interest, will be 
generally consistent with that experienced in the recent past. 

Now, I want to give you our estimates on this. We conservatively 
estimate that the turn-over of old houses, and the financing of the 
number of one to four-family dwelling unit completions which would 
result from an 800,000-start year in 1952 would require approximately 
$1314 billion. About $8.8 billion of this amount would probably be 
used for the financing of transfers of existing properties, and for loans 
on such properties, and $414 billion of it for new construction. 

At the same time, mortgages outstanding would generate repay- 
ments through amortization of $39 billion, amortization payments 
and other retirements, which would require a net investment of new 
funds of about $414 billion to support this 800,000-unit start. 

One of the striking features of the above estimates to us is that two- 
thirds of the mortgage credit extended in 1952 was in connection with 
existing properties, and only one-third for the purpose of financing 
new construction. If credit extensions in connection with existing 
properties could be regulated selectively, as we have suggested, as 

you gentlemen know, such regulation would help, we think, to assure 
the availability of funds for financing new construction. 

Without some restraint on the absorption of funds in the financing 
of existing properties, it cannot be said with any certainty that funds 
will be readily available either for 4- or 414-percent financing in de- 
fense areas, or for 4-percent GI financing generally. 

On the other hand, in 1951, we did finance over 614 billion of net 
extensions of mortgage credit, and the 414 billion projected for 1952 
represents a very substantial reduction in that figure. 

If confidence in the basic soundness of our monetary structure is 
maintained, and people continue to save and place their savings with 
savings banks, insurance companies, and savings and loan associa- 
tions, these institutions, which are nor mally large purchasers of mort- 
gages, will have, we think, substantial funds to invest. 
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A large part of these savings, this year, will need to go into Gov- 
ernment Pidada, however, if we are to attain our anti- inflation objec- 
tives. What part of the remainder, which will be — sought by a 
variety of outlets will flow freely into mortgages at - t percent, I am 
not prepared to predict at the present time. It is important to note, 
however, and here I strike at the policy problem, that any efforts to 
stimulate that flow through additional FNMA or direct loans would 
increase the Government’s prospective cash deficit, and therefore in- 
crease considerably the difficult problem of financing the Federal 
budget. 

So far I have limited my remarks to the financing of one- to four- 
family unit dwellings. There will be some new multiunit starts, 
and some financing requirement from this quarter. If such starts are 
in the neighbor hood of 50,000, as informed trade sources believe, about 
$800,000,000 would be required to finance this type of structure. It 
does not appear likely that this substantially reduced program will 
encounter serious difficulties in obtaining financing through the usual 
channels. 

One important factor—and here I come to one of my personal con- 
victions—which is disturbing to us is the tax- exempt bonds which 
are being issued to finance public housing. Some $325,000,000 of such 
issues were floated in the last half of 1951, tbuetioen yith $45,000,000 
of 6-month notes, and the market anticipates total issues for 1952 in 
the neighborhood of $750,000,000. Not only—— 

Senator Bricker. That is on the public housing program ¢ 

Mr. Marrin. That is right, sir. Not only do such issues absorb some 
of the funds which would otherwise supply a market for Government 
property, or mortgages generated by new private construction, but 
they afford an opportunity for wealthy indiv iduals and corporations 
to reduce, legally, their income-tax payments in a period when it is 
essential that tax revenues be as large as possible. The issuance of 
these bonds at this time has been of special concern to us in the Fed- 
eral Reserve, since the Voluntary Credit Restraint Program Com- 
mittee organized under the Defense Production Act, and with the ap- 
proval of this committee, has been exerting strenuous efforts to keep 
down the volume of such tax-exempt securities otherwise originated. 

The Cuamrman. Governor, would you mind giving us your thoughts 
as to what effect an increase in the interest rate would have? Would 
that hurt the other financing through the Federal Reserve bank and 
the Treasury’ Will it increase or decrease inflationary forces, in your 
judgment ¢ 

Mr. Martin. An increase in rates will increase inflation? No, sir, 
I do not think it will increase inflation. We believe in flexible interest 

rates, 

The Cuairman. What about financing of the Treasury obligations? 

Mr. Martin. I think we would have some difficulty with the rest of 
the problem. We are struggling with that problem now, sir. 

The Crarmman. I understand that from what you said here the 
other day. 

Senator Ronertrson. Governor, the FNMA money was exhausted be- 
fore the end of the calendar year 1951, was it not ? 

Mr. Martin. That is correct. 


, Sil 











16 MORTGAGE FINANCING 


Senator Rozerrson. And there is no request in the budget for any 
more. ; 

Mr. Marrtn. Not at the present time. 

Senator Ropertson. We have a budget without any FNMA money, 
and if we are to have the contemplated 800,000 new starts, we will 
see $800,000,000 put in the budget for FNMA? I want to know what 
the $800,000,000 appropriation would be for. 

The Cuarrman. As I understand it, there is still some FNMA money 
left, $400,000,000 has been set aside, plus $200,000,000 that is—— | 

Mr. Fotry. I might save time by setting the record straight there. 
What Mr. Martin undoubtedly had in mind was the exhaustion of the 
authority to make advance commitment for $200,000,000. We still 
have balances of authorization, the bulk of which have been set aside 
to be available to purchase defense housing mortgages with a rela- 
tively small amount remaining for the free market. 

Senator Bricker. How much is available for defense housing ? 

Mr. Forey. Something like $350,000,000, roughly—$395,000,000 
set aside. 

Senator Bricker. Have you given consideration, or what is your 
judgment, with regard to the rise in savings which started up some 
months ago? 

Mr. Martin. We are hopeful that it will continue, Senator. There 
are indications that it is continuing. 

Senator Bricker. Thank you. 

Senator SparkMAN. May I ask Mr. Martin a question ? 

The Cuatrman,. Certainly. 

Senator SparkmMan. Do I understand that the Federal Reserve 
Board goes along with the idea of this obtainable ceiling of 800,000 
units this year ? 

Mr. Martin. That is correct, sir. We worked very closely with 
Mr. Foley’s outfit on that. I have not made any personal study of 
the ceiling itself, but that is a part of Government policy that we 
support. 

Senator SparkMAN. And so far as your fiscal policies are con- 
cerned, it coincides, it harmonizes with it. 

Mr. Marrin. It is my understanding it was intended to harmonize 
with it. 

Senator SparKMAN. Do you take the view that the 800,000 figure 
represents the housing that we need in connection with our de fense 
effort / 

Mr. Marriyn. Senator, I have to evade that, because I am not a 
housing expert. My only claim to housing expert fame is that a year 
ago before this committee I estimated that the starts would be be- 
tween 1,000,000 and 1,200,000, and they were 1,100,000. 

Senator Rowerrson. I understood you to tell Senator Sparkman 
that you would go along with 800,000 new starts, and I understood 
you to say previously that would cost over $4,000,000,000 of prive ate 
savings that ought to go into Government bonds if we are going to 
control inflation, and that you were very much concerned over 
inflation. 

Now, I want you to level on that, and tell me just which is the 
major consideration. 

Mr. Martin. The major consideration with us, sir, is inflation, but 
the $414 billion to support the 800,000-start year, we are inclined to 
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think can be meshed into the present picture without seriously dis- 
rupting the economy. That is the Government policy in which we 
have participated. 
Senator Roperrson. That is all. 
‘The CHatrman. Thank you, Governor Martin. 
We have the pleasure of having with us Mr. Harry Held of the 
Bowery Savings Bank, the largest savings bank in the country, and 
we would appreciate it very much if he would give us his ideas. 
Mr. Hevp. Mr. Chairman, the savings banks of the United States 
have total deposits, as of 1952, of $20,800,000,000, ‘That represented 
a gain during the year of 1951 of $876, 000,000 over the 1950 figure. 
"The Ciaran. What percentage is that / 
Mr. Hexp. That was a gain of approximately 4 percent. 
Mortgages in 1950 were 41 percent of our total deposits. At the 
end of 1951, they were 46.7 percent. The gain in deposits for De- 
cember was approximately $245,000,000, From these figures it would 
be anticipated that the savings-bank gains in deposits for the next 
year will probably be somewhere around a billion and a half dollars. 
Most. of these funds, as a matter of fact $18,000,000,000 of these 
funds, in the savings-bank system as a whole, are concentrated in the 
northeastern area of the United States, from Pennsylvania going up 
to Maine. It has only been within the last 3 years that these savings 
banks have been permitted to make mortgage loans beyond their own 
State boundaries. The reason for the request for the legislation by 
the individual States was that there were not suflicient mortgage in- 
vestments available in the States, in which these banks were domi- 
ciled to take up the slack in savings, and, therefore, these banks went 
out into the other areas of the country for FHA, and only last year 
Was permission given to these banks to go for GI loans on a Nation- 
wide basis. 
Now, I think it is quite obvious that the savings banks have done 
an exceptionally good job in connection with the veterans’ program. 
I have some figures here which indicate that as of the end of 1950, 
New York savings banks held 97,000 GI loans totaling $629,000,000, 
I also have some figures showing that the New York savings banks in 
1941 made 21,000 VA loans totaling $119,000; in 1950 made 21,000 
totaling $185,000,000; and in 1951 made 34,000 loans totaling $326,- 
000,000. Commitments outstanding as of October 1, 1951, for VA 
loans was $122,700,000, of which $109,000,000 was for new construc- 
tion, and FHA loan commitments outstanding of $484,000,000 as of 
that date. 
Our problem, of course, in connection with VA loans, and also FHA 
loans, in going outside of our own territory, is the prob lem of having 
to pay an additional servicing charge of one-half of 1 percent which, 
in effect, reduces the yield on our mortgage. Obviously we cannot 
service an individual private house in Texas directly from our office 
in New York, and, therefore, when you say 4 percent, actually the 
yield is 314. In addition to that, of course, we do have our own 
servic lees care which I believe even under the best system would come 
to about a fifth of 1 percent, or another 20 points, which, in effect, 
breaks the yield down to about 3.50, so the obvious thing is if we can 
get our loans in our own area, we have only our home office cost which 
gives us 3.80, whereas if we go out of State we have this additional 


half percent, which gives us 3.350. 
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However, savings banks have made VA loans, and FHA loans in a 
great many States of the Union. There are certain States in which, 
because of State laws, the mere fact that our title incor porates the word 
“bank,” we cannot operate in those States. 

The CuHamman. Would you mind getting for the record the names 
of those States ? 

Mr. Hep. I could get some information on that. 

The Caamman, I do not want to put you to too much trouble. 
Mr. Herp. I think we can probably get that. 

Senator Bricker. I have a question. 

You agree with Mr. Martin that the present trend of savings will 
continue during the immediate future ? 

Mr. Hep. All indications are, Senator Bricker, that the trend of 
savings will continue through 1952. The only doubtful factor, of 
course, is the question of w hether consumers will suddenly go on a 
scare-buying spree just as they did in July 1950. 

The CHarrman. What about the increases in the interest rate sug- 
gested’ What is your thought on that? 

Mr. Hevp. I think what Mr. Costa mentioned, some change in the 
debenture rate on loans, may have an effect on the general market. 
We do find it difficult to get into certain States, including those in 
which there is defense housing. 

Senator SparKMAN. I would like to ask a couple of questions. 
Mr. Held, one thing that I do not understand, and it is due to my 
lack of familiarity with your work, is the various charges. Now, you 
say that lending out in a State away from your home territory would 
cost you 50 points ¢ 

Mr. Hetp. A small Joan. 

Mr. Sparkman. Yet you say that your home office cost is 20 points; 
is that right ? 

Mr. Heip. Approximately 20 points. 

Senator SparkMaN. Is not the home office load heavier, when you do 
all of the servicing, than when you hire somebody in the field ¢ 

Mr. Hep. No, Senator. The mortgage bankers have evolved 
system where the home office work is cut very substantially, taking 
their records which they send to us and transcribing them onto our 
records proves nothing. We can use their records, and we have 
evolved certain systems under which, in effect, the servicing agent does 
practically all of the accounting, and that is what has brought down 
the home office expense to approximately 20 a ina good shop with 
a sizable volume of mortgages. Ina small shop with a limited num- 
ber i mortgages, that servicing cost may go up to a quarter of 1 
per it. ’ 

oar SpaRKMAN. There is one other question I want toask. You 
may not want to answer it at this time, or perhaps later some discus- 
sion will be had. 

e chairman has asked two or three times about an increase in 
rates. Both vou and Mr. Costa have suggested an increase 
» interest on the debentures bv a quarter of 1 percent. Of course 
e debentures come into play only after the eee has been fore- 
closed. You say that an increase of a quarter of 1 pereent on those de- 
bentures would stimulate the market and make that a more desirable 


investment. 
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Mr. Hep. An increase in rate would have a salutary effect. 

Senator SparKMAN. I was trying to limit it now to the increase on 
the debentures as stimulating 

Mr. Hetp. I think the increase on debentures would bring it more 
in line with the Government bond rate, which is what the debentures 
have been tied to all the way through. 

Senator SparKMAN. Certainly it would be worth something as an 
incentive. 

Mr. Hevp. It was originally set at 234 percent under FHA. 

Senator Sparkman. What I am trying to get at is this, and I 
imagine it will be elaborated upon as we go through. We hear a lot 
about the effect of the differential in the interest rate on VA loans 
and FHA loans, which is a quarter of 1 percent. Yet when a VA 
mortgage is paid off, it is paid in cash, is it not ¢ 

Mr. Hep. That is correct. 

Senator SparkMAN. And there are a good many other advantages 
to the VA loans, are there not ¢ 

Mr. Hevp. That is right. 

Senator Sparkman. The question that I have never been able to 
answer satisfactorily in my mind is this: Why are those additional 
advantages that are given in the VA loans not sufficient to make up 
for that one-quarter of 1 percent difference in the rate of interest / 
It is exactly in line with the recommendation that has been made in 
the case of debentures? A quarter of 1 percent would stimulate it. 
As a matter of fact, in the VA loans you get paid in cash, you do not 
have to wait for debentures. 

Mr. Hexp. Senator Sparkman, if I may try to answer that, if you 
take a group of VA loans, $10 million, and a group of FHA loans of 
the same amount, and you assume that whole $10 million is going to 
default, I agree the differential in favor of the VA loan based upon 
foreclosure cost is preferential. But you do not have that situation. 
In the experience of FHA, you had about a half of 1 perce nt in de- 
fault, and on VA experience, you have had, I think, about 2 percent 
defaults, over-all, so that that is just a portion of the entire portfolio. 
You can afford on a quarter of 1 percent increase in rate to take small 
losses as against having better security here. 

Senator Sparkman. Yes, I fully realize the force of that argument, 
but the same argument applies to the point you and Mr. Costa made 
with respect to debentures. They apply only in foreclosure, and yet 
you say that would be an incentive in that field. 

Mr. Hevp. That is true, but it would be a consideration the same a 
reduction in the debenture period from 40 to 20 years in the section 20 
and section 213 program, which I believe has had some effect in making 
that program acceptable. 

Senator SpARKMAN. Sometime while we are here, | want us to dis- 
cuss a little more fully than I believe we have ever discussed the differ- 
ence between VA loans and FHA loans. I have a feeling, whether 
right or wrong, that there is a better security in VA loans which ought 
to make up for the difference in the rate of interest. I realize that is 
controversial, but sometime I would like to hear somebody discuss it 
from that angle. ; 

The Cuarman, If there are no further questions, I would like to 
ask Mr. King, of the Veterans’ Administration, at this time if he would 
discuss that point. He is familiar with it. 
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Mr. Kine. Senator Maybank, I believe we are concerned entirely 
at this point with the differential factor, as between the 414 percent 
FHA rate, and 4 percent VA rate. Which rate affords the greater 
advantage to the holder of one of those mortgages is of course a mat- 
ter of judgment. That assertion is perhaps best proven by the fact 
that many of these institutions are inclined toward the one rather than 
the other. We think with those institutions that veered toward our 
direction that the quarter point differential is justified by the terms of 
the VA contract. You cannot figure some of these advantages as ob- 
taining with respect to every loan in your portfolio, because fortu- 
nately the default rate under both of those programs is very low. 
The Cuamman. For the record, would you mind stating the default 
rate ¢ 
King. On home loans, about 1.7 percent of the outstanding 
home loans are in default, with a much smaller percentage of that 
total serious defaults. 

I might add, too, cumulatively the VA has had to pay a claim in 
only one-half of 1 percent of the total cases. 
The CuairmMan. Only one-half of 1 percent ? 

Mr. Kine. The ratio, Mr. Chairman, of loss to date on the GI loan 
program is less than nine-one-hundredths of 1 percent. 
The CrarrMan. That is the loss? 

Mr. King. Yes, sir; and a part of that remains to be recovered from 
acquired properties not yet resold. 

The Cuamman. Will you proceed in your own way, sir? 

Mr. Kine. We will continue on the quarter-percent differential. 

One noteworthy fact that embodies a = between the two 
loans is that the VA pays on its contract whether or not the property 
is intact. Many were quite intrigued with that ae antage consequent 
on the recent floods, whereas although Mr. Held says this advantage 
does not obtain with respect to every loan in the portfolio, the advan- 
tage is so real, and the differential rate so highly to the advantage 
of the institution in the case of property loss that it must be given very 
considerable weight on the scale. Likewise, the particulars of the 
GI contract that enable the holder to continue to derive interest at 4 
percent through the date of foreclosure is a factor which must be 
weighed very heavily on the scale in measuring that differential. 
Likewise, the ability of the lender to recover his foreclosure costs fully, 
from the proceeds of the property, must be weighed on that scale. 
Those features, and kindred features, such as the ability of the 
lender to turn the property over to the Veterans’ Administration im- 
mediately after foreclosure sale account for the reason the GI loan 
contract has had such wide acceptance among institutions that are 
represented at this table. 

The Ciaran. How do you find the situation today? 

Mr. Kine. Of course the key question concerning the GI program, 
that concerns those represented at this table, is the question of the 
interest rate which I note is reserved for more full discussion at a 
later point in the agenda. 

Concerning the present—— 

The CrarrMan. Let me ask you how about the distribution ? 

Mr. Kine. Concerning the present supply of GI money, we find 
that it is spotty and sparse. It is running in fair flow with respect 
to supply in certain areas of the country, notably in those areas that 
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are well serviced by local capital, such as the areas, for example, that 
are served by institutions such as Mr. Held represents the mutual sav- 
ings banks. Where there is not, and never has been any adequate 
supply of local capital for mortgage financing, the money available 
for GI loans is quite sparse at the present time. 

However, our volume curently is not running as badly as may be 
supposed. We are still originating somewhere up to 30,000 loan guar- 
anties a month. 

The Cuatrman. That is very interesting. Thirty thousand a 
month ? 

Mr. Krna. Yes, sir. The figure for January, I think, was some- 
what above 27,000, but for the last 6 months of the year, it ranged 
from 25.000 to 30,000. ; 

Notably, for the month of January, we have had appraisal requests 
on 21,600 new units which, if multiplied out as I did heré a few mo- 
ments ago, covers 260,000 of the available 800,000 units which Mr. 
Foley has described, and when you subtract from that 800,000 figure 
the factor that is included for special housing purposes, you will find 
the indicated rate of GI flow for new housing covers a pretty high per- 
centage of that total. 

The CHarrMan. I am certainly glad to hear that. 

Mr. Kine. On existing housing, we are running just slightly below 
our average of a year ago, but I do not want to leave a wrong impres- 
sion and I] want to reemphasize or restate the fact that the flow of 
money currently is spotty and sparse. 

Senator SparKMAN. Mr. Chairman, I would like to ask a question. 

The CHarMan. Go ahead. 

Senator SpaRKMAN. You have not said anything about the direct 
loan program. I do not know whether you intend to say something 
about that later in the program or not; do you ‘ 

Mr. Kine. I believe, Senator Sparkman, that that is a topic for dis- 
cussion under VI of this agenda. I will be glad to reserve it or state 
it now, as you wish. 

The CHairMan. That was just for guidance. We can discuss it now. 

Senator SparkMAN. He brought in the matter of GI money being 
sparse, uneve ‘nly distributed over the country. 

The CHarMan. Geographical distribution 2 

Senator SparkMAN. Yes. Now, let me ask vou this in regard to this 
50,000 that you are handling a month, I will be perfectly frank with 
you, the fivure is rather surprising to me, because we have heard a 
great deal to the effect that VA loans were not moving. It seems to 
me they are moving pretty well if that figure stands up. 

Now, a great part of that, you say, is being handled by mutual 
savings banks, and savings banks. 

Mr. King. Yes, approximately 15 percent of that is accounted for by 
mutual savings banks. 

Senator SparKMAN. And a great amount by building and loan asso- 
clations ? 

Mr. Kine. Yes, sir: about 20 percent. 

Senator SpARKMAN. Thev have done an intelligent job on VA loans 
all the way through, have they not ? 

Mr. Kine. Yes, sir: except that their relative participation has 
fluctuated over the years upward or downward. 
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Senator SparkmMAN. But spread out generally, it has been my under- 
standing, and I think it fits in with the statement you make that where 
these institutions exist more or less as a local institution, the VA loans 
move quite well. 

Mr. Kina. Yes, sir; that is so. 

Senator SpakKMAN. Now, you do have a good many remote areas, 
and 1 was interested in what Mr. Costa and others have said about 
the remote areas, even in defense housing areas, where it is very, very 
difficult to move FHA loans, You do have a great many remote areas, 
do you not, where it is almost impossible to move VA loans? 

Mr. Kinc. We have a very considerable number of the areas in this 
country which are largely rural, in which there never has been any 
availability of mortgage credit on any basis such as has now been 
popularized, low equity loans, at low interest rates amortizable over 
long maturities. 

In those areas, we do not regard the interest rate as a key factor, as 
it is, as you all know, in the urban area. 

It is those areas to which today we are serving our direct loan 
money. 

Senator SparKMAN. Well, it is as Mr. Brockbank and Mr. Costa 
said, no pattern has been established in those areas for conventional 
loans, is that right ¢ 

Mr. King. The conventional loan, when made in those areas in the 
past, was mostly made by a private individual, or by a local bank that 
had been accustomed—I am sure you know this well, Senator—to 
getting maybe 6- to 8-percent interest. 

Senator SparKMAN, And with a limited number in its portfolio. 

Mr. Kine. Yes, sir; they were not in the business of mortgage 
lending. 

Now, if I may make one modification of what I said about local 
capital, the insurance companies supply the equivalent of local capital 
in the areas in which they indulge in extensive lending operations. 

Senator Sparkman. It has been in those remote areas that you have 
used the direct lending power? 

Mr. King. With very few exceptions, all of our direct lending power 
has been expended in cities running under 50,000 in population. In 
some States, such as the States served by the mutual savings banks, 
we have not used the direct-loan authority at all, on the basis of allo- 
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@¢ the funds instead to the area of the greater relative need. 

Senator SPARKMAN,. You recently offered for sale some fifteen thou- 
sand, was it ; 

Mr. Kine. That's nght. Amounting to some one hundred-odd mil- 
hen dollars. 

nator SPARKMAN. I was thinking of the number. Have vou had 
time yet to diagnose how that is likely to move? 

Mr. Kine. I do-not think " time factor has been sufficient to 
enable us to analyze accurately the future prospects for selling those 
loans. We have had reservations tani several mi llion s.so far. I think, 
Ser 


Cul 


ator, that vou will find it very interestit ig and informative if you 
would let Mr. Divers State what has been the reception accorded to his 
efforts in that direction through his negotiations with the home loan 
banks. 

Senator Sparkman. Before we get to him, I have one or two more 
questions I would like to ask you while you are still on your feet. 
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In the event you are able to dispose of those mortgages, those funds 
come back into a revolving fund, since the action of Congress last 
year ; is that not true? 

Mr. Kine. Yes, sir. 

Senator SparkMAN. As I understand, the House Veterans’ Affairs 
Committee has reported a bill favorably to the floor of the House 
increasing the $150,000,000 revolving fund for direct VA loans in a 
sum not to exceed $25 million less such sums as are able to be obtained 
by the sale of mortgages in the VA portfolio. Is that correct? 

Mr. Kine. That is correct, sir. 

Senator SparKMAN. Would that enable you to continue in opera- 
tion? If you got that money, would you 1 continue to operate as you 
say you have been doing in the remote areas, the smaller areas where 
credit is not usually available? 

Mr. Kine. We have advised the several committees that have con- 
sidered both the initiation of that program and its continuance as a 
revolving fund and the supply of further funds to it that we would 
like to continue our present pattern of allocation, and that we intended 
to do so unless the Congress indicated its will otherwise by express 
provision in the law. 

Senator SparkMAn. If you are able to dispose of these that you have 
for sale now, and assuming that in the future you are able to keep 
going pretty much as you are going, it would not be necessary for 
Congress to appropriate any additional funds to the revolving fund, 
would it ? 

Mr. Kine, It would not, Senator Sparkman. If we were able to sell 
the bulk, say at a rate of about $25 million per quarter, then under 
the bill as reported by the committee in the lower House, we would get 
no further money, and I believe we testified that although that left 
us with a rather tight turn-around, we were of the opinion that that 
would satisfy the bulk of the legitimate demand. 

The CuarrmMan. We have Mr. Divers, Chairman of the Home Loan 
Bank Board. Mr. Divers, Mr. King suggested that you comment. 
Would you mind discussing that for us! 

Mr. Divers. I would like to start, if I may, Senator, by saying that 
as far as conventional loans are concerned during 1952, and that is 
the type of loans in which the savings and loan associations and 
members of the Federal Home Loan Bank System are most interested, 
and in which they lend most of their funds, we believe that the amount 

of money available during 1952 will be at least as much as in 1951, if 
not more. During 1951, the savings and loan associations loane ‘ about 
$5,200,000,000, and we believe that both from savings and from repay- 
ments on their present mortgage portfolios that they will have about 
$5,500,000,000 to invest during 1952 

Senator Roperrson. Are the assets of the savings and loan asso- 
ciations at present about nineteen or twenty billion dollars? 

Mr. Divers. The assets of all savings and loan associations through- 
out the United States are roughly around $19 billion now, sir. 

The CuarrMan. Do the savings tend to increase ? 

Mr. Drivers. The savings have shown signs of increasing. The last 
quarter of 1951 was the highest on record. The savings for the total 
year 1951 were around $2 billion. That was the increase in sav- 
ings, and Senator Bricker indicated an interest in the trend, and, 
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as we see it, unless there is some substantial change in the picture, 


the savings should continue to improve, if anything, and we estimate 
the ine nenes in the savings in our member institutions for this year at 
around $214 billion. 

Scumbed Frear. Were those savings before taxes ? 

Mr. Divers. Yes, sir. 

Now, the next comment I would like to make, if I may, is that I 
believe that Mr. Foley’s analysis has pointed out the crux of the sit- 
uation at this time. In other words, it appears to us that the money 
is available, and it is more a question of finding the machinery or 
the mechanics to get the money into the right spots, both in terms 
of geography, and in terms of the greatest. n: ational need, such as the 
defense-housing program. 

The CHarrmMan. And also to the greatest benefit of private industry ? 

Mr. Divers. Yes, sir. 

The Cuairman. We do not want to have a Government housing 
program of any consequence in these critical areas if we can just 
get the private people to do it. 

Senator Roserrson. I would like to interrupt to say that in the 
Hampton Roads defense area, a critical defense area, they need at 
least 6,000 units. They have got a lot of units that qualified to 
take out FNMA money, but they cannot get enough local money. 
Now, where could they get that anaar 

Mr. Divers. I was going to point out that traditionally the sav- 
ings and loan associations have been local institutions, and they have 
tried to take care of the local needs, and we do not have large local 
institutions in all of these isolated areas, in which some of the con- 
struction is going on. 

Now, that, of course, does not apply to Hampton Roads. 

Senator Roserrson. Hampton Roads is not an isolated area. 

Mr. Divers. I did not mean to infer that, sir, but I would say that 
what we must do is to find a way of making this money available, 
and in November, we authorized the regional Federal home Joan 
banks to act as intermediaries for their member institutions in an 
effort to bring the supply of funds from some areas, some parts of 
the country, and the demand for funds in other parts together, and 
we also have pending a proposed regulation which would permit 
institutions insured by the Federal Savings and Loan Insurance Cor- 
poration to invest in FHA insured mortgages beyond the 100-mile 
limit that now exists for them. 

Congress has already authorized them to invest in VA guaranteed 
mortgages any place in the United States. There has been such a 
great demand, however, for funds locally, that there has been no great 
inducement up to the present time for them to go beyond their own 
locality where there was an active demand for the amount of money 
that they had available. However, I believe that with what we esti- 


mate will be a somewhat reduced demand this year for funds, and 
with the increase—— 


Senator Bricker. In local areas? 

Mr. Drivers. In the local areas, and with somewhat of an increase 
in savings that these local institutions will be more interested in find- 
ing investments outside of their local and normal lending areas. 


Senator Bricker. You have already set up the machinery to make 
that flow from the available—— 
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Mr. Divers. Senator, I would not want to represent that it is going 
to work, but we have set up some machinery which we believe will 
assist in moving these funds around from one place to another. 

As far as the VA loans are concerned, these savings and loan 
associations have consistently maintained a substantial part of their 
portfolio in VA guar: anteed loans, and with the increase in savings 
late in 1951, I got in touch with the Veterans’ Administration to 
see if we could work out some plan under which the members of the 
Federal Home Loan banks could buy some of the loans that they had 
already made, and thereby help them to meet this relatively small 
need for direct loans in isolated and sparsely populated areas. 

There again I am afraid that it is too early to give any report, but 
the reception from the Federal Home Loan banks has been good, 
and we believe that the member institutions can be induced to pur- 
chase sufficient of these bonds to make this fund revolve at the rate 
of $25 million a quarter, and of course we would hope that the sav- 
ings banks and the insurance companies and the other investors in the 
mortgages would also assist. 

I would like to point out one other factor before I sit down, and 
that is that even in 1951 I think we had additional credit, and could 
have loaned more money on home financing, but that we were cooperat- 
ing in the program of the Government to limit the amount of credit 
that was available, and we also asked all of our member institutions 
to cooperate in the voluntary credit restraint program of the Federal 
Reserve Board, so that notwithstanding the demand, and notwith- 
standing the fact that we had some credit, and might have loaned 
more money last year, we were inclined not to make any more credit 
available, and that question will remain again this year. 

The Cuatrman. I will ask Mr. Bartelt, who is Fiscal Assistant 
Secretary of the Treasury, to comment from standpoint of his de- 
partment. 

Mr. Barrer. As you know, the Treasury Department does not 
have any jurisdiction over the housing program. Our interest in 
the subject matter under discussion here today stems large ‘ly from the 
fact that during the next few months, the Treasury will be confront- 
ed with the necessity of raising several billions of dollars in order to 
finance the cash deficit. The Chairman of the Federal Reserve Board, 
I think, referred to a figure of approximately ten billions of dollars. 

In addition to that, the Treasury is confronted— 

The CuatrMan. Mr. Secretary, you stated several billions of dollars. 
Senator Robertson previously Sti ited that Secret: ary Snyder testified 
that it would be $5 billion. 

Mr. Barret. Five billion? I think he was referring to the Federal 
budget deficit. Lam referring now, Mr. Chairman, to the cash require- 
ments from here on out through the balance of the calendar year. 

The Cuarman. Through June? 

Mr. Barrerr. Through December, through the calendar year. 

Senator Roperrson. | was not referring to that. I was referring 
to the statement the Secretary of the Treasury made that in the current 
fiscal year we would spend $5 billion more than we took in. As I 
said, he has already financed a substantial part of that deficit. 

Mr. Barrevr. You are correct, Senator. The conventional budget 
deficit is in the neighborhood of the figure given by Secretary Snyder, 
and we have, as a matter of fact, raised virtu: ally all of the cash that 
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we will need, mathematically, to take care of our requirements this 
fiscal year, but the first quarter of the next fiscal year, beginning 
July 1, ending December 30, is a large deficit quarter. In addition 
to that, we will have a large maturity upon the Ist of July, the first 
day of the new fiscal year, and it is quite possible that the Treasury 
will be required to make some advance preparations for the first quarter 
deficit, and the refinancing of the July 1 maturity. 

Now, I would say, Mr. Chairman, that it would be the Treasury’s 
hope to finance as much as possible of this cash deficit from nonbank 
sources, the reasons for which are quite apparent to all the members 
of this committee. 

Senator Bricker. Do you think that can be done ? 

Mr. Barrevr. Well, I think that the facts of life indicate that a 
large part of it will have to be done through bank financing, but we 
would like to get as much as possible from nonbank sources because 
that is the least inflationary, as you know. 

Senator Bricker. And the more difficult. 

Mr. Barrevr. Yes, sir; the more difficult. 

Senator Rorerrson. May I ask, will you have supplied for the 
record the indirect debt to the Federal Government? 

Mr. Barrevr. From the lending side it is about $20 billion. When 
you get into the insurance side, Federal deposit insurance, and all 
that, you get into some tremendous figures, but I would say roughly 
$20 billion on the lending side. 

Senator Roperrson. It has been testified here that there was $28 
billion on houses. 

Mr. Barrecr. That is not the Government’s guaranteed part of it. 
That is the outstanding loan. I think the Government guaranteed 
part of that would only be approximately $20 billion, including some 
other items that I included in my figure. 

Senator Bricker. That does not take into consideration the accumu- 
lating funds under social security and other funds ¢ 

Mr. Barre_r. No, Senator, those are invested in public securities, 
and they are now in the Government debt. They are in our public 
debt, just as securities owned by insurance companies, or any other 
investment. 

Senator Rorrrrson. The public debt, as I understand, includes the 
E bonds that are maturing. 

Mr. Barrevr. Yes, sir. 

Senator Roserrson. They are in the public debt ? 

Mr. Barrevr. They are in the public debt, yes, sir. 

Senator Rorerrson. How is the redemption of those bonds affect- 
ing new sales? 

Mr. Barrevt. In the smaller denominations the figures are holding 
up very well, particularly on the payroll savings plan. Our attrition 
has been largely in the larger denominations, but I would like to say, 
it might be of interest in the committee, that our experience under 
this new act which Congress passed during the last session, which 
permits owners of maturing E bonds to hold them, and continue to 
earn interest, has been very fine. Prior to the passage of that act, 
even though the maturities were much smaller, the redemptions were 
running somewhere around 15, 16, and 17 percent, and the latest 
figures indicate that the monthly redemptions are down somewhere 
around 7 percent, so I would say—— 
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Senator Roperrson. Redemptions in calendar year 1951 exceeded 
new sales by what amount? 

Mr. Barrexr. I do not have that figure in my head. I have data 
here which I can supply for the record. 

Senator Bricker. One more question. 

Do you believe, Mr. Bartelt, that the Government in the sale of 
these savings bonds is getting its fair proportion of the increased 

savings which Mr. Held “and Mr. Divers talked about a moment ago ? 

Mr. Barrer. Well, I wish we could get more, but [ think we have 
to realize the fact that there are 34 billion dollars’ worth of these bonds 
outstanding, which is pretty big business. In order to maintain a 
34-billion-dollar outstanding figure, you have to work pretty hard. 

In answer to your question, I would say that we hope to pick up 
more money through the savings-bond program. 

Senator Bricker. The public ity and advertising program is under 
way, carried on constantly ? 

Mr. Barrer. Yes, sir, the Treasury is making a very thorough 
study of this savings-bond program. 

Senator Bricker. Is that to be stepped up in any way ? 

Mr. Barrett. Well, we do not have in contemplation, right at the 
moment, any stepped-up drive, if that is what you mean, but we do 
have under consideration the problem of whether the E bond needs a 
little dressing up, or in fact all of the savings bonds, whether they 
need some dressing up, and just what kind of publici ity we ought to put 
out to show that these are, after all, very good investments. If people 
understand how good they are, 1 think we may have to do something 
in that field, also on the sales end, and perhaps on the issuing end. 

Senator Bricker. I think that is essential. I do not agree with 
those who state it is not inflationary. It is a deferred inflation 
a way. 


, In 


Mr. Barrevr. It is also assurance against depression, perhaps. 

Senator SparkMAN. Mr. Bartelt, I want to ask you just one thing. 
Do I understand that an E bond, when it becomes due, is carried in 
the national debt, whether it is cash or not ? 

Mr. Barra. It is, Senator, and we add to the national debt every 
month the accrual of the discount, so the national debt shows every 
dollar of money that is owing on those savings bonds. 

Senator Sparkman. Those that are held beyond the 10-year limit ? 

Mr. Barrer. Yes, sir. 

Senator Ropertrson. Unless you have changed it since I last looked 
into it, you carry it at the present redemption value. You do not carry 
it at its maturity value? 

Mr. Barrett. We do not, sir. Only those bonds that have matured 
do we carry at maturity value, plus the added increment resulting from 
interest. 

Senator Bricker. But all accruals do show up. 

Mr. Barrer. The accruals are added to the debt as we go along. 

The Cuatrman. Mr. Scully, as a representative of the Chase Na- 
tional Bank, we certainly appreciate your coming here, sir. Before 
we recess for the morning we will be glad to hear from you. 

Mr. Scutiy. Senator, ‘[ want to make it clear in the ‘beginning that 
as a representative of a commercial bank, we are in the mortgage- 


financing picture to a great extent on a temporary basis. However, 
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even in a temporary loan we have to realize that things can happen to 
make us the permanent holder of the mortgage. 

There are several matters that have been discussed here and men- 
tioned this morning that I think may be expanded on a little bit to 
give you our ideas of how this program might be helped along, par- 

ticularly the defense housing problem. 

The Cuairman. We would appreciate that. 

Mr. Scutty. We have two classes of insurance on the defense hous- 
ing program. One pertains to the individual house, the other to the 
large-scale dwelling units. The insurance on these two different classi- 
fications is different. An investor going into a large-scale housing 
proposition has the privilege, if there is a default on the mortgage 
for any reason whatsoever, of turning back to the Administrator the 
mortgage, and accepting a 1 percent loss. That is not true in the indi- 
vidual house program, and it is the individual house program that 
could be the most expensive to an investor if there is a default. He 
has got to foreclose each and every individual mortgage. He cannot 
determine what his loss is going to be until he has foreclosed the 
mortgage, and until he has put the property in condition to turn it 
back to the Administrator. 

Now, there are many areas where we can envision a ghost town 
arising. 

The CuatmrmMan. You are speaking of defense areas, now. 

Mr. Scutiy. Defense areas only at this time. If we should sud- 
denly be assured of peace in the country, I would imagine that a great 
deal of the defense effort will be curtailed. I think that is a logical 
assumption. 

These outlying districts, isolated districts, there would be no reason 
for people living in the houses that were built there, there would be no 
work for them to go to. If you had a hundred houses, or a thousand 
houses, you are faced with that many foreclosures. In different States, 
that can run into a terrific amount of money. I think that if the two 
sections of the Defense Housing Act were made to operate in the same 
manner, that is upon a default, the investor could make his own elec- 
tion whether he forecloses, or whether he tenders the paper to the 
Administrator, that that might have a great effect, an inducement. 

Of course, we have the question of the interest rate. That is some- 
thing that I do not feel competent to say that 4 percent, 414 or 414 
percent is what we need. That is going to be a matter of investment 
and competition from other investments. I do feel that a higher rate 
of interest certainly would arouse a great deal more interest in this 
type of financing, and probably bring the money into the mortgage 
market. 

We have spoken of veterans’ loans. We have done considerable 
financing, again temporary, with the full knowledge that we might 
be the permanent investor. There are many, many advantages to a 
veteran’s loan. 

Now, we all, I think, are aware of the fact that up to date—and 
you can correct me, Mr. King, if I am wrong—the veterans’ loans 
defaults have been paid out in cash and paid out in full. We have a 
60-percent guaranty under the present provisions of the law, but I 
think that that has been misunderstood, in a great many instances. 

If, as a matter of fact, the Veterans’ Administration is paying off 
in cash, would it be possible to change the 60-percent guaranty to a 
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hundred? That is what it actually is, why not do it? Those are my 
thoughts at the present time. 

Senator Moopy. Mr. Chairman. 

Senator Roperrson. Mr, Chairman, I manhd like to ask a question. 

Mr. Scully, I have heard that the Chase National Bank was the 
largest privately owned bank in the world; is that correct? The Bank 
of England was probably once the largest. 

Mr. Scutxiy. I am sorry, I cannot stand here and say that is true. 
I think there are two others in the United States that are bigger than 
Chase. 

Senator Ronerrson. The Bank of America, maybe. What are your 
resources now ¢ 

Mr. Scutty. Approximately $5,200,000,000. 

Senator Roperrson. Have you found the financing of home build- 
ing a profit able investment ‘ 

Mr. Scutuy. Very profitable. 

Senator Roprrrson. You probably heard about the corporal who 
during the Louisiana maneuvers in the summer months said, “Ser- 
geant, if we get into war, do you reckon the Yankees will help us?” 
We are in a little trouble down there at the greatest naval base in the 
world, Norfolk, the greatest harbor in the world. We do not get the 
business you get up there in New York, and we need to build about 
6,000 units. The population there has more than doubled in the last 
10 years. All the great shipyards, the Government yard at Ports- 
mouth, the private yard at Newport News. all doubled their require- 
ments, with a great demand for housing. If lending institutions there 
would approach you on a good sound project, would you be in a posi- 
tion to lend them a frie ndly ear / 

Mr, Scuntiy. We would do the same as we have done in the past, 
we would finance it. We have financed in Norfolk, Hampton Roads, 
and that entire area, and very successfully. 

Senator Ronerrson. I think that is a very encouraging word. I 
will send it down to them. 

Senator Moopy. Mr. Scully, you made a reference a few minutes 
ago to ghost towns, possible ghost towns. I wanted to get your 
thought clearly there. Was it your thought that the lending insti- 
tution would have authority in case of a shift in defense or a cutting 
off of defense production either to handle the paper themselves, or 
have the Government take it over; is that right ? 

Mr. Scuntiy. Well, as I pointed out, there are two ways of realizing 
upon your FHA guaranty. You can, in the large-scale housing, make 
up your mind that you are going to take a 1-percent loss, and you 
assign the mortgage back to the Federal Housing Administrator. “He 
pays you at a 1-percent discount. 

Senator Moopy. In other words, the FHA takes over your mortgage. 

Mr. Scutty. That is right. On the individual house, and it has 
always been so all through the FHA plan, you have to foreclose the 
mortgage. You have to acquire good title to the property, and in a 
condition acceptable to the Administrator, and then you are paid off 
when you tender him the property. 

Senator Moopy. So that what you are saying here, I take it, for the 
larger-scale proposition is that since oy defense concentration in an 
area that is not normally built up is a part of the national-defense 
effort. therefore you feel that the risk should ultimate ‘ly be taken by the 
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Government rather than by the lending institution; is that correct ? 

Mr. Scunty. I feel that the same method of insurance should apply 
to both situations. 

Senator Moopy. Well, I understand that. Iam asking whether you 
feel that the reason for that type of insurance, in the large-scale propo- 
sition, developments which are built for a specific purpose of making 
possible the concentration of workers in that area, is that the Govern- 
ment be responsible for the situation because of the national need to 
concentrate the men there; is that correct / 

Mr. Scutiy. That is right. 

Senator Sparkman. Mr. Scully, did your remarks pertain exclu- 
sively to defense housing 4 

Mr. Scutiy. Except for the one statement I made in connection with 
veterans’ loans; that is right. 

Senator SparkKMAN. Of course, in the case of a veteran’s loan, talk- 
ing about the conventional loan, now, the veteran’s loan as opposed to 
the FHA loan, you do not have to do any of these things under the 
VA loan, do you, which you mentioned, w ith reference to foreclosure, 
and so forth ? 

Mr. Scutry. That is right. 

Senator SparKMAN. The Veterans’ Administration pays you off 
when there is a default. 

I just wonder—you say your remarks pertain to defense housing, 
and of course I think you are right. You still believe, though, that 
separate and apart from defense housing, individual home ownership 
is just about the most secure thing that we have. 

Mr. Scutry. [I absolutely do. 

Senator SparkKMAN. You would not apply that same rule as bet ween 
the individually owned home, and the big apartment building, for 
instance, would you? 

Mr. Scunry. No. 

Senator SparkMAN. I wanted to make certain that that was clear. 

Mr. Scutiy. Oh, yes; you have an entirely different pattern to fol- 
low. The investor is appraising and measuring the value of a house 
in an established community when he is making the loan to an individ- 
ual home owner. He doesn’t anticipate—— 

Senator SparKMAN. I wanted to be certain that the record was clear 
on that point. 

Senator Moopy. The point I wanted to make, Mr. Scully, was if I 
understood you properly, you felt that when the need for building 
national defense calls for construction of housing in an area that 
normally you would not finance, you would be taking a risk that 
normally you would not assume. 

Mr. Scutiy. Absolutely. 

Senator Moopy. You felt in that case the Government should take 
the ultimate risk; is that your point ? 

Mr. Scutiy. That is right. 

The Cuarrman. I want to say that we appreciate you gentlemen 
coming here. We have to stop now, because that is the second 
quorum call, and we will have to get over to the Senate. 

We will recess until 10 o’clock tomorrow morning. 

(Whereupon, at 12:25 p. m., the committee recessed until 10 a. m., 
Thursday, February 7, 1952.) 
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THURSDAY, FEBRUARY 7, 1952 


UNITED SraTes SENATE, 
CoMMITYEE ON BANKING AND CURRENCY, 
Washington, D.C, 

The committee met, pursuant to recess, at 10:30 a. m., in room 301, 
Senate Office Building, Senator Burnet R. Maybank (chairman) pre- 
siding. 

Present: Senators Maybank, Robertson, Sparkman, Frear, Moody, 
and Bricker. 

The following participated in the round table discussion: Edward 
Bartelt, Treasury Department: George L. Bliss, United States Sav- 
mgs and Loan League; Roy Blough, Council of Economic Advisers: 
Alan Brockbank, National Association of Home Builders; E. A, 
Camp, Jr., Liberty National Life Insurance Co.; Norman Carpenter, 
Metropolitan Life Insurance Co.; W. A. Clarke, W. A. Clarke Mort- 
gage Co.; Thomas P. Coogan, Defense Department ; Aubrey M. Costa, 
Mortgage Bankers Association; William K. Divers, Home Loan Bank 
Board; Raymond M. Foley, Housing and Home Finance Agency: 
Harry Held, The Bowery Savings Bank; J. G. Jewett, Prudential 
Insurance Co.; T. B. King, Veterans’ Administration; Oscar Kreutz, 
National Savings and Loan League; Guy E. Noyes, Federal Reserve 
Board; Robert Morgan, Boston Five Cents Savings Bank: Robert E. 
Pratt, Institutional Securities Corp.; Franklin D. Richards, Federal 
Housing Administration; John J. Scully, The Chase National Bank: 
Ward Smith, National Association of Real Estate Boards: Jesse W. 
Tapp, Bank of America; and Charles R. Van Anden, New York Life 
Insurance Co. 

The Cnamman. The meeting will come to order. 

| want to again express my appreciation for the cooperation of you 
gentlemen, and before I call on the first witness this morning, Senator 
Robertson said he would like ve ry much to ask Mr. Scully a question, 
if it would be agreeable to Mr. Scully. 

Senator Roperrson. 1 was very much encouraged by Mr. Scully’s 
testimony yesterday, but after reflecting upon the general trend of 
discussion, T recall th: at Mr. Se ully said that that great Chase National 
Bank, with which he is associated, was interested primarily in con- 
struction loans. 

Mr. Scutiy. Temporary financing. 

Senator Roperrson. Tempor: wy financing. When I was recently 
in Norfolk discussing this critical housing short: age in what is prob- 
ably the second most critical area of the entire United States—San 
Diego is probably more critical—both important points in great States, 
they told me the main difficulty was getting the insurance companies 
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and those who handle long-term loans to take the mortgages after 
the construction financing had been done. Can you throw any light 
on that ? 

Mr. Scutty. Well, I think the situation is a little bit in reverse, 
Senator. The temporary financing is usually not arranged until the 
permanent financing has been arranged. 

In other words, the interim financing is based upon a satisfactory 

take-out by some financial institution of the long-term mortgage. 

Senator Roserrson. Well, let me see if this is the procedure. They 
first get some local mortgage company, let us say, to agree to handle 
the matter and service the short-term loan when it is made ? 

Mr. Scutty. Right. 

Senator Roserrson. Then they get a commitment from an insur- 
ance company, or some lender of long-term loans, to agree to take the 
ultimate mortgage? 

Mr. Scuuziy. Right. 

Senator Roperrson. Then they come to you to get some quick cash? 

Mr. Scuiy. That is the idea. 

Senator Rogerrson. And you do not go in until the insurance com- 
pany has agreed to bail you out ? 

Mr. Scutty. In a great many cases, that is true. 

Senator Rorerrson. Now, how can we put the pressure on the in- 
surance companies? 

Mr. Scutziy. Well, one solution, I believe, would be to raise the 
interest rates. 

Senator Roserrson. That has been one suggestion, but I have been 
told that the insurance companies state that they do not have so much 
ready money because the Federal Reserve Board is not cashing their 
bonds any more. Of course if the Federal Reserve Board does cash 
their bonds, that is highly inflationary, but the insurance companies, 
most of whom have gravitated to your wonderful city, draw revenue 
every day—I have five policies, and I send most of my money up 
there, small money, but it adds up when everybody all over the United 
States sends it up there—they get money every day. They do not 
have to depe ad on what has been contributed 10 or 15 years ago and 
they have accumulated. 

Do you know of any reason why they could not put some of that 
current cash into this program, or is it because they are really a bit 
fearful about the defense agencies, and do not want to take the chance ? 

Mr. Scutty. Senator, I think I should defer that question to be 
answered by representatives of the insurance companies. I can only 
tell you what our position is. 

The Cuamman. Thank you, Mr. Scully. 

From what I could gather yesterday, and it seems to follow from 
what Senator Robertson said—and I hope we can give more thought 
to it—and perhaps subject you gentlemen to some questions—there 
seemed to be lack of confidence in the defense housing program; not 
in the officials of the program, but in the program itself—not know- 
ing how long it is going to keep up, or how long the people will live 
in the houses; and so on. 

Senator Rosertson. I just want to make this comment, that in . 
of the period, at least since the commencement of World War IT, 
which we have been concerned with housing problems, I have never 
known as much talent assembled in one confe rence as we have here. 
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The CuatrmMan. And we are grateful to you gentlemen. 

Senator Rosertson. I want to commend our chairman, and our 
housing expert, Mr. McMurray, for bringing these men together. If 
this is not a most helpful round-table conference, it will be because 
these men who know so intimately all these details do not tell us what 
their real problems are. 

Senator Bricker. I would like to concur in what Senator Robert- 
son said, that this is the way to consider the problem, the committee 
getting the assistance in this kind of meeting of the very best that 
there are in the country, in really formulating a constructive program 
to meet a rather critical situation, and your cooperation is most 
thoroughly appreciated. 

The Cuamman. Mr. Pratt, will you, representing the Institutional 
Securities Corp., address yourself, sir, to what your corporation is 
and what it is doing? Would you also refer to the matter of lack 
confidence in the defense housing program ? 

Mr. Prarr. In brief, our corporation is a kind of satellite of the 
savings-bank system of the State of New York. The 130 savings 
banks contributed five millions of capital, and Institutional then tends 
to the real estate needs of the savings banks under circumstances where 
the savings banks cannot conveniently tend to those needs themselves 

Now, one thing that developed back in 1944, because of the great 
pressure of deposits in the State, and the lack of investment oppor- 
tunity, was the need to lend moneys Nation-wide. The savings banks 
were confined to the geographical limitations of the State of New 
York. They had our institution go out in the field, to make loans 
Nation-wide in the guaranteed mortgage field, the FHA mortgage. 

The Cuatrman. In any section of the country ? 

Mr. Prarr. In any section of the country. There is a board of 20, 
presidents of the savings banks, large and small, a cross section. They 
used the corporation in a pioneer effort, and when we succeeded in 
overcoming the various legal barriers in connection with State laws, 
we succeeded in getting out the 50 millions, the legislature of the 
State of New York was convinced that lending in the FHA mortgage 
field could be done safely by the savings banks of the State of New 
York. 

A statute then was passed which enabled savings banks in 1949 to 
go out in a partnership device, again through the ‘medium of Institu- 
tional, wherein, for example, if they lacked loans in any part of the 
country, they in groups of two or more would say to Institutional, 
“We would like that loan, here is the money, go get it, give us participa- 
tion certificates.” 

Now, that succeeded, and went up to about 275 millions. Then the 
legislature was convinced that the savings banks should go out on their 
own, so that we ourselves handle about 300 millions, as the agent for 
the savings bank system. The savings banks in our State went out 
into the national field for approximately a billion. In this FHA 
mortgage -field, the cooperation of the administration, Housing and 
Home Finance Agency and the FHA have meant a great deal to the 
savings banks of ‘the State. We now have an avenue of investment 
Nation-wide, including Alaska, and Puerto Rico. 

Now, with respect to the condition of the market, I should like, if I 
may, to confine my remarks to the practical aspects of mortgage 
marketing. 
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As you well know, when one considers a market offer—and this is as 
of now, as well as the last 10 years—it is either on existing construc- 
tion, which is immediate delivery, depending upon the title, or there is 
the future type of investment which relates to mortgage financing 
needed in connection = nee: 

Up until March of 1951, when the Treasury bonds were under 
support, it was a be Danstie simple operation to agree to make X 
dollars; agree to buy a great volume of futures. You were sure of 
your 214 percent money, you had ear-marked—you fill up your com- 
mitments, and you earmark your moneys that would be used to take 
up mortgage deliveries. While you were waiting for your deliveries, 
you had the Treasur v bonds earning interest. 

3ut with the break in March of 1951, the savings banks in our State 
found themselves with 1 billion 600 millions in commitments. That 
is the future type of transaction. 

The insurance companies found themselves with a far greater 
amount, so that since March, when brokers came in with offerings on 
futures, regardless of what the interest rate was, the mortgage lenders 
generally were not in position to take up great volumes. They were 
busy whittling down that backlog of mortgage commitments. There 
were new deposits coming in, receipts coming to insurance companies, 
and those were used to pay for mortgages as delivered pursuant to 
these contracts. 

Of course you understand that even in the small-loan development, 
you are dealing with future delivery that might be 4, 6, to 10 months 
off. In connection with the larger ones, the section 608’s, heavy pur- 
chasing, you would be dealing with 18 months to 2 years. If one were 
offered to you today, at X yield, you would have to think in terms of 
whether X yield would be attractive to you when the mortgage was 
delivered 12 or 18 months in the future. 

We have had kind of an unnatural market since March. The arith- 
metic was not there. You just could not deal in large volumes of 
futures. You had this big backlog to get out of the way in the mort- 
gage lending business. Now, that has been whittled down, so that as 
of about now the banks in our State have not 1 billion 600 million as 
they had a year ago, but are down to around 500 million. 

The gentlemen from the insurance companies would know their 
situation better than I. The insurance companies have been repre- 
sented by the Journal of Commerce as having two billion odd as of the 
end of November in this backlog. We expect in the mortgage-lending 
industry generally that that backlog, left over from March of 1951, 
will be whittled down almost completely by July of this year. 

From July, and thereafter, banks and mortgage lenders generally 
will again view the future type of contract with a whole lot more 
enthusiasm than they do now. 

The Carman. When you say a future contract, what do you 
mean ? 

Mr. Pratrr. Well, in this respect, Senator Maybank. A broker 
comes in and he says we have $1,000,000,000, section 903, or section 
908, in such and such a location. The first question you ask is when 
will that mortgage be delivered. Construction will be completed, and 
insurance attached in 18 months. 
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You sit down and you agree to take that loan for delivery 15 months 
from now, and the question in your mind is, What shall I use for 
money to pay for that loan when delivered? During these last 9 or 
10 months, in addition to that type of offering, there were others for 
immediate delivery, and on these guaranteed mortgages, you could 
get yields from 3.75 to 4 percent, on loans for immediate delivery, 
which is the same thing as the brokers were offering in connection 
with loans for future delivery, delivery 12 or 18 months in the future. 
Naturally, whatever limited funds there have been in the last 10 
months were used to buy mortgages on existing property. 

There has been a bit of artifici: ality or abnormality about this mort- 
gage market, in my opinion, since last March, but it is going to clear 
up. 
The Cuamman. Do you think it will be cleared up by July? 

Mr. Prarr. It will start. You see there are a lot of lending agencies 
who had as their target figure to lend 50 percent of their assets in 
mortgages. Some of them are pretty close, Others may be down to 30, 
so they have more room, and will need more mortgages. 

The Cuamman, Do you think that would affect defense areas 

Mr. Prarr. It would help defense areas, but in the meantime there 
is & big job to be done, how to market their futures now, and here is 
my recommendation, made respectfully. 

‘You notice that some little activity started to develop when FNMA 
made advance commitments. If FNMA facilities could be used to 
make advance commitments during this period of the next 6 months, 
to deal with the critical problem of financing these futures, FNMA 
would be in a position ultimately of acquiring finished loans which 
would be attractive to mortgage lenders generally. 

The CHatrman. Now, as I understand it, you have $400 million 
set aside, Mr. Foley ¢ 

Mr. Foxy. Roughly that, set aside for defense areas. 

Che CHarrMan. Could you do that? 

Mr. Prarr. You do not have much room. 

Mr. Fotry. It would not take care of the problem. The set-aside 
funds, assuming that all mortgages on houses programed for critical 
areas were presented to the FNMA, the set-aside funds would cover 
the housing program up to district No. 96, as against about 150 dis- 
tricts that have been designated up to this time. 

The Cuarrman. In other words, with what money you have, you 
could only cover 96 districts, though there have been 150 set up. 

Mr. Foury. As I said yesterday, the remainder of the funds is rela- 
atively small. 

Senator Bricker. How much would it take, do you think, 
satisfy all of the needs in the critical areas if you were to make the 
advance commitments, were authorized to make the advance commit- 
ments, provided the Government keeps its present policy / 

Mr. Prarr. I do not know what that figure might be, but I did 
hear e xpresse «l yesterday by Governor Martin, in relation to Mr. 
Foley’s estimate of 800,000 units needed, a $414 billion figure. 

Mr. Noyes. That was for the country as a whole. 

Mr. Prarr. We know that whole 800,000 is not related to defense. 
I do not know what the figure is, frankly, but I was about to develop 
a principle. Upto now, FNMA has got its money from the Treasury, 
out of the budget. That is what it used. 
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From now on, if we can estimate how much is needed for this 
critical housing, and this is an emergency, this defense effort, probably 
the most important thing there is before the country today. If we 
can estimate it in a rough dolar amount, then instead of having 
FNMA get its money from the Treasury, let FNMA get its money 
from the general public. Let FNMA sell debentures to the general 
public. 

Now, the first question develops as to how much would FNMA 
have to pay for its debentures, what should the term be. The Federal 
Reserve, through its Open Market Committee, and bond ee in 
Wall Street can tell you what 10-year-money maturing serially should 
command in the open market. 

We have some kind of an analogy. We have Mr. Divers’ organiza- 
tion, which is selling short-term paper in the general market, not 
guaranteed, as I understand it, at 21). Now, there is a market for a 
limited amount. 

Let FNMA sell its paper. 

The latest thing we have in the bond market is 12-year paper of 
the Aluminum Co. of America. They, about 2 weeks ago, got out 
an issue to mature in 1964—12-year paper—with a 31% coupon, which 
when put into the general market quickly went to a premium and is 
selling currently now on a 3 percent yield basis, and that is a kind 
of sinking-fund operation in which 90 percent of the maturities will 
be 1 required at the end of 12 years. 

Now, FNMA can get out its paper, and if it stays preponderantly 
in the one-family house field, a one-family house mortgage has an 
average life of 10 years, the paper would be self- liquidating. I know 
there are pros and cons, but there, it seems to me, is an opportunity 
for FNMA to sell its debentures. They have a right under the gen- 
eral law, to go into the general market and let debentures for X dol- 
lars, which is to be related to defense housing, compete with every 
other type of high-grade corporate. It seems to me that what is in 
I NMA’s portfolio, guaranteed loans, FHA and VA loans, are in 
effect Government-guaranteed paper. It would save the Treasury 
from any outlay, and I should think would be a step in the right 
direction. 

The other thing, which would take more time to develop, ulti- 
mately is to create a mortgage bank for the mortgage-lending in- 
dustry, which will have rediscount facilities, not unlike the Federal 
Reserve, which in acting for commercial banks buys commercial paper 
at discount rates. If too much comes in they raise the rate. Now, 
if we had a mortgage bank—and we need it for the industry—this 
guaranteed mortgage is a new type of asset in the banking structure 
of the country. In time we will need such a device. 

Senator Frear. The capital for that would come from the mort- 
gage buyers, the commercial lenders? 

Mr. Prarr. That is where the solicitation should be made. The 
Federal Reserve has members and nonmembers, and they subscribe. 

Senator Frear. Oh. I think it is very much needed, Mr. Pratt. 
FNM A, the way they operate, is an extremely profitable organization, 
probably the envy of mortgage-lenders generally. I do not : know how 
widely realized that is, but they are making a pom in their operation 
now. They do not cost the Government any money 
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The Cuairman. Are there any questions, gentlemen 

Senator Sparkman. Mr. Chairman—— 

The Cuairman. May I only say this, before Senator Sparkman 
asks some questions. A very unfortunate accident happened in my 
State a few years ago, and there is an important claim before the 
Judiciary Committee, and they set a hearing for 11 o’clock this morn- 
ing about it. Senator Robertson and myself both have to appear 
there. It will not take us 5 minutes to get there and get back, so I 
will ask you gentlemen if you will excuse me, and ask Senator Spark- 
man if he would c arry on until we get back. 

The next witness I intended to call upon was Mr. Camp of the 
Liberty National Life Insurance Co. 

Senator Sparkman. Mr. Pratt, I was just going to say I am rather 
intrigued by both of your suggestions, the F NMA se ling debentures, 
as it is authorized to do under the law already, and also your pro- 
posal that there be set. up a central mortgage company, or bank, or 
whatever you want to call it. 

It was once authorized to do that, too. I believe that authorization 
has expired. 

Mr. Ricuarps. It has expired. 

Senator SparKMAN. My thoughts went back to a similar round-table 
conference—not quite as comprehensive as this—that we held 2 years 
ago on that very subject. You were not here, were you? 

“Mr. Pratt. No, sir. 

Senator SparKMAN. We were proposing legislation at that time 
seeking to do that. Now, it may very well be that our thoughts on 
the legislation at that time, which had not completely jelled, may 
have been completely in line with what you suggest, because you have 

it spelled out as to what we could do. We hi: ad a ve ry fine and very 
helpful conference at that time, I think, but we did not get anywhere 
with it because we could not agree on the details of working that out. 

However, I have lived in the hope that something like that would 
be done, and I have at every opportunity taken occasion to say that 
something like that must be done. 

Mr. Prarr. It is needed, there is no doubt about that. 

Senator Sparkman. Of course I have strongly supported FNMA, 
but I think, and I say this in all seriousness, we have allowed the FNMA 
to be abused at times, and we just do not like the idea of that 
happening. I think, and I gather that your statement is this, that the 
financial institutions of this country certainly are strong enough 
that if some kind of a united effort were made, they could whip 
this problem, and keep it whipped. 

Mr. Prarr. Surely. 

Senator SparKMAN. I think the thing that you have been doing, rep- 
resenting the banks, is a fine step in that direction, private enterprise, 
private institutions taking hold of these things and handling them, and 
[ think that the eventual answer is going to come in something just like 
that, perhaps supported by this central structure that you mentioned. 

I just want to say that I am very much interested in the proposal 
that you offer, and I hope that as we continue these discussions, others 
may have something to say along that same line. 

I think that if we get together, we could work out a program based 
song the line of your suggestions that would whip this problem for 
all time. 
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Mr. Prarr. And let the first step in that direction be the sale of this 
paper to deal with this immediate crisis on the futures. 

Mr. Sparkman. I will say frankly I do not know about the details, 
but I certainly believe the central thought is good. 

Mr. Prarr. Thank you. 

Senator SparKMAN. Now, I am glad to call on the next man, who is 
from my home State, an official of the Liberty National Life Insurance 
Co., that has been doing a very fine job in the housing field, my long- 
time personal friend, Ehney A. Camp. In order that you will not 
think I am too old, I want to tell you I was in school with him. 

Mr. Camp. My own Senator Sparkman, and other members of the 
committee, I shall be speaking to you as a representative of one of the 
smaller life-insurance companies, and to indicate what I mean by that 
adjective, at the end of 1951 the total resources of my company were 
$109.000.000. 

There are many of these smaller insurance companies throughout 
the country. In fact, of the more than 500 life-insurance companies 
operating in this country, the vast majority, by far, are considered 
small companies, and while the assets of no one of these companies runs 
up into astronomical figures, I think you will find that each one of 
these companies is an active mortgage lender in the area where it 
operates. You will also find that, in its own area, each one of these 
companies exerts a great deal of influence in the competitive mortgage 
market in that area. In our own case, we have loans outstanding, Sen- 
ator Sparkman, in about 10 States, and we are now actively seeking 
loans in about eight States, and I think that would be somewhat the 
pattern of many of the smaller life-insurance companies operating 
throughout the Nation. 

I think one problem of a life-insurance company which must not 
be overlooked in a discussion like this is the contractual obligations 
those companies have to their policyholders—an obligation to earn a 
specified rate of interest on their policy reserves—a contract which 
cannot be changed so far as the presently outstanding contracts are 
concerned. Usually, I think we shall find that the guaranteed rate of 
return is somewhat higher for the smaller companies than it is for 
the larger companies, but, in any event, to face this problem, each 
individual insurance company must, at any one time, seek out the in- 
vestments which will give it the very best rate of return consistent with 
safety. 

Traditionally, I think you will find the smaller companies have in- 
vested more heavily in mortgages, percentagewise, than the larger 
companies. To give our own figures, at the end of 1951 we had about 
60 percent of our total resources invested in mortgages. I think you 
will also find that the smaller companies have been very active par- 
ticipants in the Government-insured and guaranteed lending pro- 
grams. In our case, in order to be more specific, 83 percent of our total 
mortgage account is represented by FHA and GT loans. 

Now, let us see what has happened to this Government lending 
program. 

In 1934, T believe it was when the FHA first started, our company 
made the first FHA loan in the State of Alabama. Alabama being 
the first State alphabetically, the number of that loan was 1-1, and 
we have consistently been a participant in the FHA lending program 
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from that date right up until this time. That first loan was made 
at an interest rate of 5 percent, plus an additional one-half percent 
to compensate the lender for handling the taxes and insurance of the 
borrower ; so that the lender received a gross rate of 514 percent. 

Pretty soon this one-half percent additional fee was eliminated, 
bringing the gross rate down to 5 percent. Later on, the rate was 
reduced to 41% percent and then to 414 percent, which means that 
during that period, while interest rates generally were declining, we 
had a flexible FHA interest rate. The FHA interest rate was kept 
in balance and in line with declining general interest rates. 

But when interest rates began moving up last April, so far we 
have not permitted the mortgage rate to retain that fiexibility. We 
have kept it pegged at the lowest figure, which, in the case of FHA 
is 414 percent, so that the relationship between Government-guaran- 
teed tnortarnure rates and rates obtainable on other forms of invest- 
ment in the general market is not as favorable to mortgages as it 
formerly was. 

Now, another very important factor which I think must not be over- 
looked in the consideration by you gentlemen of this whole problem 
is the question of costs which an investor sustains when he invests in 
mortgage loans. Let us take a GI loan as a typical case where the 
investor gets a 4-percent gross return. From this we must deduct 
a servicing fee of one-half of 1 percent, which the investor must pay 
to his agent in some distant city for looking after the loan for him. 
This brings the return down to 314 percent, out of which he must 
pay his own home office costs. In our case, at the moment, home office 
costs are running about 0.30 percent, which brings the net yield to 
us down to 3.20 percent and leaves us nothing out of which to pay 
any origination fee for the work done by the agent in originating 
the loan. 

Let us compare that 3.20-percent rate with the 334 percent which in- 
surance companies have recently obtained on loans to some of the 
Nation’s largest and strongest b ocr OR ations. Let us also compare it 
with a 5-percent rate that we are sometimes able to get on loans to 
some of the smaller local corpor ations and, in fact, on many con- 
ventional mortgage loans. Even compare it with the 3-percent rate 
which is now being charged by the New York banks on short-term, 
prime commercial paper. 

Now, to solve this problem of getting money for defense erg 
loans, I have some specific suggestions to make if you think it ap 
propriate that I should make them and if this is the time. 

Senator SparkMan. Go ahead. 

Mr. Camp. My suggestion is this: During the last war, the section 
603, individual FHA loan, was the war-housing loan. In setting up 
that loan at that time, it was set up on a basis to make it attractive 
to investors, considering the other available investments, and it is 
my suggestion that we consider doing the things now for the present 
defense-housing loan that we did for the war-housing loan in the 
previous war. I have five specific recommendations to make to cover 
this suggestion. 

First, I think the interest rate should be made more attractive in 
keeping with present-day comparisons with other investments. ‘The 
interest rate during the last war on FHA housing loans was low, 
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very low, but it made a reasonable favorable comparison with other 
forms of investment in the market at that time. While I think 
Senator Maybank a moment ago said he did not believe the interest 
rate was the prime factor, to my mind, with the background of what 
I have already said, I believe the interest rate is the prime factor at 
the moment. 

The CuarrmMan. I meant, of course, in the defense-housing areas, 
where it was said there is lack of confidence. 

Mr. Camp. I might repeat one statement I made when you were 
out of the room, Senator Maybank. After I had made my remarks 
laying the foundation for what I had to say, I was making five specific 
recommendations in connection with defense- housing loans and the 
Government mortgage guaranty program generally. Twas suggesting 
that we go back and do what we did in the last war when we set up 
section 603 loans, which was the war-housing loan at that time. In 
view of the peculiar hazards connected with those loans, the FHA 
did certain things to make those loans as attractive as possible to 
investors. The first point I made was that the interest rate in the 
last war on a housing loan compared reasonably favorably with the 
interest rates on other forms of investments. I do not think that 
situation exists today. 

The Cuamman. The difference has become worse since the Federal 
Reserve is not holding up the bonds; the deficit is increasing. 

Mr. Camp. You are correct, sir. I gave this specific comparison. 
I took a GI loan, as an example, at a 4- -percent rate, and deducted a 
_ ilf of 1 percent servicing fee, which left us 3.50 percent, out of which 

I deducted 0.30 percent, which, in our case, represents our home 
office costs. This left us a net return of only 3.20 percent. 

Comparing that rate of return with the return on other forms of 
investment I mentioned specifically, to repeat what I said, some of 
the insurance companies have recently made loans to some of our 
Nation’s largest and strongest corporations at a 334-percent rate, 
which compares with the 3.20 GI rate. Some are making conventional 
loans at 5 percent; and, in fact, we are making loans to some of the 
smaller, but strong, local corpors ‘ations at a 5- percent rate. 

The Cuarman. Well, if it is a fair question, is that not a part of 
the defense program ? Naturally these corporations would have to 
get materials to expand, and I assume you mean the expansion of the 
corporation, not just a loan to carry on the business. Is that what you 
mean ? 

Mr. Camp. Yes, sir. We have this situation: We have a certain 
amount of money seeking investment and we have a certain amount of 
over-all activity ‘demanding those funds. The first point Iam making 
is that it seems to me the mortgage market is not able to put its best 
foot forward because the net return available on mortgages to insur- 
ance companies does not compare as favorably now w ith “other forms 
of investment as it did during the last war when we had title 6—and 
I am speaking particularly of section 603 which covered the one- to 
four-family-unit buildings. 

The interest rate on section 603 FHA loans during the last war was 
low, but it did compare reasonably favorably with other forms of 
investment. That is the first point 1 made. In my opinion, the interest 
rate is the most important single factor. 
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Two, since more than the usual amount of foreclosures might be 
expected on war-housing loans, the rate and term on the FHA deben- 
tures which the investor receives after foreclosure should be made 
more attractive. That was exactly what was done in the last war. 
These debentures were made more attractive, but we still have the same 
debenture terms today, which do not appear so favorable when com- 
pared with an entirely ‘different general over-all interest market. 

Three, since war housing is subject to more than the usual normal 
wear and tear, there was a limit of $100 of waste for which the in- 
vestor was responsible under the old section 603 loan. This feature 
solved the waste problem in the last war. 

Four, since more than the usual amount of foreclosures might be 
expected on war-housing loans—and, in fact, some of the forec losures 
might arise before the investor has had the loan on his books very 
long, before it had a chance to earn much interest—the FHA agreed 
to share a part of the foreclosure cost. Such an agreement is needed 
today, but in stronger terms. 

Five, since this one-to-four-unit war housing is subject to more 
than the usual amount of wear and tear, it seems to me consideration 
should be given to amortizing the principal balance a little more 
rapidly than would take place under the terms of the 30-year amorti- 
zation plan we have now. 

Those are the five points which embody my recommendations. In 
closing, I might say that the life-insurance companies—while I can- 
not speak for all the companies I do see the figures; I do know they 
have been active participants in the Government le nding program all 
the way through. In fact, on November 30, 1951, the life-insurance 
companies owned over $3,000,000,000 of Veterans’ Administration 
loans, and I would imagine that is right at the top of any type of 
institution owning Veterans’ Administration loans. The life-insur- 
ance companies had a big increase in their acquisition of VA loans 
in 1951, but that situation is now in reverse. The life-insurance busi 
ness now accumulates commitment figures; that is, figures on the 
umount of investments committed for in advance. In April, when the 
figures were first accumulated, the companies had outstanding com- 
mitments to purchase $650,000,000 of VA loans. As of the end of 
December, that had been cut to $270,000,000. So, vou can see how the 
life-insurance companies, while they have been very active supporters 
of this program, have not been supporting it as actively recently. My 
own feeling is this is due to the question of the interest rate because 
the net return on Government-guaranteed mortgages does not com- 
pare favorably with other forms of investment. 

In closing, let me say this: Assuming the present pattern of interest 
rates generally continues to prevail throughout the whole market, it 
is my “humble opinion there is nothing particularly wrong with the 
mortgage market except what a 415-percent rate for FHA and GI 
loans would cure, and I firmly believe there will be enough private 
money to finance a substantial portion of the housing units now 
proposed. The more of this financing we can handle through private 
sources, the more we shall save the Government from incurring that 
additional deficit, which I can see all of you gentlemen are anxious 
to avoid. It would also avoid the inflationary effects of direct Gov- 
ernment financing to which Mr. Pratt referred. Any amount bor 
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rowed by FNMA would take up that portion of available funds. If 
they were able to get their money from nonbank investors, we are then 
confronted with the problem Mr. Bartelt brought up yesterday. The 
Treasury will have to go into the market to get its funds and they are 
anxious to get as much as possible from nonbanking sources. Under 
Mr. Pratt’s suggestion, we would have FNMA competing with the 
Treasury for the same investment funds. 

Senator Sparkman, it seems to me you had the question yesterday 
about getting mortgage money available to States like Alabama and, 
Senator Maybank, like South Carolina. I firmly believe if we want 
money in those States from i insurance companies s and the savings banks 
located in the East, the best way to do it—to get that money down to 
our States—is to permit a sufficient rate of interest so that those in- 
vestors who operate in other sections of the country can pay expenses 
on their loans and still end up with a reasonable rate of return—a rate 
which would compare favorably with other types of investment now 
available to them. 

The Cuarrman. In the last war and this war, in the defense-housing 
areas, we just built cities from Federal funds, and that is what we have 
been trying to keep away from this time. I was wondering if there 
is any proportion you can give of the defense housing financed through 
private industry as compared with the last war. In many instances 
the Army constructed the entire project. The entire Atomic Energy 
works was built out of Government funds at Oak Ridge; is that not 
correct ? 

Mr. Fotxy. That is correct with regard to certain special situations, 
but the fundamental situation was much different, as you will of course 
recall, Senator. When we got into the last war, we stopped all house 
building except war housing. We had a complete permit system, and 
allowed no housing to be built except for defense purposes, and some 
exceptions for hardships, of course. 

[ do not at this moment recall the number of houses so built. Of 
course, there was a tremendous amount that had to be provided ead 
licly, for reasons that I do not need to recount here, I am sure, both 
temporary and permanent housing, much of which is still in our pos 
session in spite of our efforts to get rid of it, and much of wai h we 
now hold because we do not know whether we will need it for new 
critical area situations. 

Fundamentally, the difference today is that we are trying to main- 
tain a general housing program as well as a defense-housing program. 
We need to build appropriate amounts of new housing for the general 
population, as well as defense housing because we are basing our 
whole economy on partial defense mobilization. In World War TI 
our economy was, of course, on a full mobilization ie. 

However, the points that have been raised by Mr. Camp are very 
interesting. I think, if Mr. Richards is prepared to do so, it might 
be useful for him to make an actual comparison between those pro- 
visions of title 6 and the provisions of title 9. 

The Cuaimrman. I will ask Mr. Richards, Federal Housing Com- 
missioner, to please proceed in his own way. 

Mr. Ricuarps. Mr. Camp’s five points, as I took them down, were 
that we should try to make section 903 more comparable to section 
603, because section 603 was a liberal type of financing suited for the 
purpose of producing more defense housing. 
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Now, the first point he raised was the interest rate. The interest rate 
under section 603 was 4 percent. Under section 903 it is 414 percent. 
We have the right to go to 444 percent by the statute, but we ‘felt that 
41, was an effective rate. 

aw, insofar as the interest rate is concerned, I have never felt 
that there was any inalienable right on the part of anyone to a certain 

rate. I have felt that the FHA program was a purely voluntary pro- 

gram; and, to make it effective and workable, it had to provide an 
equitable and effective rate, and when I say “effective rate,” I mean 
a rate that will bring the money out—a rate that is competitive. We 
set 414 percent under section 903 because we felt that it was an effec- 
tive vale, I think, considering all the factors involved, it has thus 
far been a reasonably effective rate. 

However . if it could be demonstrated that we needed to go up to 

percent under section 603, or section 903, [ would see no reason 
ne we should not raise it. In other words, Congress passed the 
law, they intended that it be an effective law, and we need an effective 
rate. The only question is whether that is 444, or 44. 

Now, the second point was that in view of the fact that there might 
be expected a considerable increase in the number of forec losures 
over our normal operating program, it would be desirable to have a 
term of the debentures at least equal to what section 603 was. 

Now, the term is 10 years, under section 903, and it was 10 years 
under section 603, so the term is exactly the same. 

Mr. Came. Mr. Richards, may I make one statement there ? 

The Cuamman. Certainly. I wish any gentleman would ask any 
question at any time he desires. 

Mr. Camp. He said that was favorable under the conditions exist- 
ing under section 603, but I felt like maybe it was not as favorable now, 
and as someone suggested yesterday, personally I had in mind a 234- 
percent rate. 1 wanted to be sure you understood. 

Mr. Ricuarps. I had not got to the rate. I was going to say the 
rate is a quarter of 1 percent less now than it was under section 603. 
Now, by the terms of the statute, the Commissioner has the right, with 
the consent and approval of the Secretary of the Treasury, to raise 
the debenture rate not to exceed 3 percent. I feel the same way about 
the rate of the debenture as I do about the interest rate, namely that 
if it is necessary and advisable in the market to raise the rate, we 
will say to 234 percent, it should be raised, but up to the present time, 
there has been no indication that the rate is not satisfactory or that 
it isnot an effective rate. 

Now, there was some suggestion yesterday about the interest rate 
of debentures, and what debentures might sell for at the present time. 

We have practically no debentures outstanding at the present time. 
They have all been called in. We call those debentures in just as fast 
as we can. I think under the war housing insurance fund we have 
$21,000,000 worth of debentures outstanding, and we insured—I do 
not have the exact figure—under section 603, on the war projects, and 
on the Veterans’ emergency housing program we insured $1.564.- 
000,000, and we have $20,000,000 debentures outstanding. They will 
be called in as soon as we can do it properly. : 

Insofar as the debentures are concerned, let me say this: Under 
the statute the debentures can be used as cash in payment of insurance 
premiums, so that in addition to being used— 
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Mr. Criarke. May I interrupt there? You are paying insurance 
premiums on all sections of FHA, or only in title 9¢ 

Mr. Ricuarps. The debentures in each section can be used in pay- 
ment of insurance premiums due and payable in that section, on loans 
insured within that section. 

Now, with reference to the waste provisions, they are virtually and 
in fact, I think more liberal under title 9, section 903, than they were 
under section 603 

With reference to the foreclosure costs, the provisions of the act are 
exactly the same under section 903 as they are under section 603. 

The last point related to amortizing loans faster. Now accelerated 
amortization is a matter that we have given a lot of consideration to 
over the years. 

During the last war, that matter came up, and, as a matter of fact, 
we tried it for a short period of time. We had an accelerated amount of 
amortization for the first 5 years. It presented great difficulties to 
all involved, including the fact that it immediately raises the rent of 
the retaeee and also the sale price, the payments. 

Mr. Came. When you referred to accelerated amortization, I had 
in es the reduction of the term from 30 years down to 20 or 25 years. 
There would be no accelerated amortization in the first varigh, but 
there would be faster amortization in that way. 

Mr. Ricwarps. Of course that is entirely up to the lender, because 
the statute provides a 30-year loan. It does not necessarily mean you 
need to make a 30-year loan, and many lenders have restricted their 
loans to 25- or 20-year terms. However, the shorter the amortization 
period the higher the rents, and the higher the rents the less of the 
total defense housing need can be met by private enterprise. 

Sometime, Senator—and I do not know that now is the appropriate 
time—I would like to talk at some length on the interest problem. 
Much has been said as to whether or not that is really an important 
phase of this, and I would like to review historically, sometime, our 
uction on interest rates. 

The CHairMan. We will be glad to have you do that. 

Are there any questions / 

Senator SparkMAN. I would like to ask Mr. Richards a question, not 
with reference to interest. 

I wonder if this would perhaps be an appropriate point to bring 
out something the chairman has touched on. I think that yesterday 
we undoubtedly got the i impression that this defense housing was more 
risky than I believe it is, with reference to remoteness of area, with 
reference to the possibility of ghost towns, and such as that. I wonder 
if at this point you might tell us something about the nature of this 
housing under both the Wherry Act, and title 9. 

Mr. Ricnarps. I would like to give a few figures which I think 
would be interesting also in connection with that. Before the matter 
of programing is taken up, maybe Mr. Foley would like to say some- 
thing about that. 

Up to the present time, as was indicated yesterday by Mr. Foley, 
about 75,000 units have been programed. Now, you must appreciate 
that in order to use this liberal type of financing provided by the Con- 
gress in title 9, the housing has to be programe d. We cannot use title 
9 for any other purpose than for programed housing. 


o 





‘ 
< 


al 





ur 


ot 


ng 
ay 
re 
ith 
ler 
his 


nk 
ter 
ne- 


ey. 
ate 
on- 
itle 


MORTGAGE FINANCING 45 


Now, the Congress passed that bill in the last session, and it pro- 
vided also a rather unique stipulation that we could not operate the 
bill until the Congress had authorized us specifically through appro- 
priation measures to expend income for the purpose of operating 
title 9, so that we were not able to get into operation until November, 
when we were able to get the appropriation bill approved. 

Since November, we have received about 16,000 unit applications 
under title 9. Keep in mind that the 70,000 unit program is a program 
that is keeping going. In the early periods of it, there were relatively 
very few units programed. It takes time to program ‘the m, for the 
builders to get the plans, the mortgagees to get their applications inte 
FHA and for us to process them, so “the at we have, thus far processed 
about 16,000, which in my opinion is not too bad a showing for the 
very short time we have been operating. 

With reference to these isolated areas, I would like to say this, that 
title 9, in my opinion—and I think it was the opinion of Congress in 
passing title 9—should not be as risky or speculative as title 6 was. 

Now, title 6 provided a maximum mortgage of not to exceed 
percent of cost, whereas in title 9, the statute reads “not to exceed 90 
percent of value.” 

Now, in determining value, cost of course is an element. That 's 
only one of the upper limits of value. 

Now, taking into consideration value, you must look to the future. 
You must appreciate the possibility of repayment. In other words. 
continued marketability, or use of that property. 

sy the statute forcing us to be limited to value, necessarily we must 
seek greater continued usage and need than we would if it was similar 
to section 603, or section 609. Therefore, we are not’ able to go into 
as isolated areas in title 9 as we were able to go into in title 6. In con- 
nection with the programing, let me say that ‘the FHA director in each 
office and the chief underwriter in each office who are charged with 
the responsibility of analyzing these title 9 applications, approving 
the loans, ete., sit down with the HHF A, Mr. Foley’s people, who are 
charged with the responsibility of programing, ‘and we determine 
before a program is written that that “will be eligible for title 9 
financing. 

Therefore, we must see a continued marketable use of that property, 
and therefore, in my opinion, it is a program which, you might say, 
is between our title 2 program on the one side, and your titie 6 program 
on the other, not as risky as title 6. We do not have the economic 
soundness clause in title 9 that we have in our titie 2, so you might 
say that it is not quite so sound as the title 2. 

I think, Senator, as you say, there was considerable misunderstand- 
ing on the part of a number of lending fraternities yesterday on that 
point. 

ix, ay I say one more word about the military housing, because that 

1 part of this defense problem, and I would like to give you the 
st itisties, and then I will sit down. 

As of December 31, we had insured 128 military projects under 
title 8—that is the title sometimes known as the Wherry-Maybank 
Act. Those 128 projects constitute 42,352 units, and for a total insur- 
ance of $341,000,000. 
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Personally, I think that is a very credible showing, and in my 
opinion it has produced some of the finest housing that we have on 
the market today for the housing dollar. 

We have committed on another 30 projects, with 6,800 units, $52,- 
000,000. I want to say that, that insofar as the risk is concerned, 
title 8, which is generally recognized by the lending fraternity as one 
of the best loans today, is 90 percent ‘of cost, and not 90 percent of 
value. I also want to say that in my opinion a very substantial part 
of all of those loans have been sold to the secondary market at a 
premium. 

The Carman. Mr. Richards, we appreciate that, and while we 
are on that subject I thought I might call on Mr. Thomas Coogan, 
who is from the Defense Department, and then it would be my inten- 
tion to call on Mr. Jewett, because I understand he has to leave today. 
Then we shall hear Mr. Clarke. 

I think we can get to those three gentlemen and get some good advice 
before 12: 10, when we have to go to the Senate floor. 

Mr. Coogan. 

Mr. Coogan. I would be very happy to talk on the housing from 
the military standpoint. I have been listening to this discussion with 
a great deal of interest, particularly in regards to ghost towns and I 
am glad that Mr. Richards covered that point because I want to follow 
it a little bit. 

One of my duties, or one of the duties of my office, is to give the 
necessary information to the Advisory Committee on Defense Areas 
which set up this housing program. In every instance the Defense 
Department is extremely careful to scrutinize the figures of command- 
ing officers, to apply corrective factors, and to make sure that we are 
not asking for an overbuilding of houses. 

The Defense Department gives its figures on permanent strength, 
long-range permanent strength on the base, only, and we give “the 
programing to this committee, which also operates with the Rent 
Stabilization Board, the Department of Labor concerning in-migrant 
labor, and with the Federal Security Agency, so there is a great deal 
of cross checking on the necessary information. It then goes to the 
Advisory Committee, which includes the FHA, and because of our un- 
willingness to overprogram we are running into difficulty. We are 
having difficulty getting title 9 in some areas where we need housing 
because the military will not certify. The station is permanent, we 
know it is not temporary, the military is building structures to last 
at least 10 years. We have terrific housing needs, but because of the 
long-range security that FHA demands in title 9, we are unable to 
program title 9 for those areas, and I believe even if we did request 
the program, FHA would not insure it in those areas. 

It really leaves us with a lack of a legislative device to finance 
housing in areas where we were able to use title 6 in World War IT, 
because of the value consideration in title 9, which should make it 
a2 much more advantageous mortgage to the investors, as a result we 
are unable to use it in areas where we need housing very badly, and 
where the building of housing by public funds is going to be a stu- 
pendous task. 

The Cuarman. From what T have noticed, I think you have been 
ultraconservative. That is my own personal idea 
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Mr. Coogan. We have, we have been ultraconservative. We have 
been conservative, and we have to if we protect the value of the 
mortgages. We have to protect the value in the title 8 and title 9, 
too. Weare subject to shifts in military forces, we are also subject to 
some inhibitions that are natural in Government, as you know, Sen- 
ator, where we know there is going to be an expansion of force, but 
the expansion has not been approved by the Budget Bureau, where 
we know a base is going to be made permanent but has not been ap- 
proved we are t unable to plan housing in that area until such perma- 
nence has been achieved. 

Senator Roperrson. Was there any truth in the point that the 
military was dragging their feet in the Hampton Roads area? 

Mr. Coogan. We have programed quite a little housing in the 
Hampton Roads area 

1 do want to say about the increased interest rate, and shorter 
amortization suggested by Mr. Camp that one of our present problems 
is capitalizing the rents to justify the housing on the basis of present 
rates and period of amortization. 

Now, in the housing that is being programed, they are being 
programed at rents of from $60 to $80. While in World War ILI, 
we had comparatively low construction costs, we are now operating 
ina field of high construction costs, and if we are going to pay the 
interest on the investment, and amortize it over a shorter period of 
time, we cannot capitalize the rents to secure a mortgage that will 
finance the property. 

Today many housing programs are failing for this very feature. 
We are either going to have higher rents, or some other means of 
reducing ay ( ne alization structure so that we can provide the hous- 
ing, because there is no sense of building housing that people cannot 
afford to rent. We have that in a few areas, where construction 
costs were very high, we have a housing shortage, and vacancies exist- 
ing. That is, it was necessary to build the housing, but nobody can 


afford to rent it at the necessary rentals that were required by capi- 
talizing construction costs. 

[ want to also reemphasize this title 8 program. It is an excellent 
program, it is saving the military a great amount of money in their 
budgetary requirements. We have a huge housing program; part 
of it must be done by appropriated funds. We are trying to get as 
much as we can done by private enterprise, and the more we can get 
participation in title 8'and in title 9, the less we will have to build 
Ww re public money. 

I do want to say at the present time, Senator, we have some very 
necessary title 8 projects that are ready to go, ready for commitment, 
in which we have the sponsor, but because ‘of their location, which is 
possibly a little remote, we are unable to secure the financing, and 
the project is stymied until the mortgage is marketed. 

The CrarMan. Is there any secret about where those places are? 

Mr. Coogan. There is no secret. 

The Cuarman. Can we have those for the record ? 

Mr. Coocan. We have them in Utah, in Florida, in Texas. 

The Cuarrman. Thank you. 

Senator SparkMAN. Before he gets away, may I ask Mr 


. Coogan 
a brief question ¢ 
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Did you say Utah is one of the areas? 

Mr. Coogan. Utah. 

Senator Sparkman. Is not the president of the National Associa- 
tion of Home Builders from Utah? 

Mr. Coogan. Yes; and he has been worrying me to death with let- 
ters about it, too. 

Mr. Cosra. May I ask a question? 

Isn’t it a fact that the military housing that has been insured, and 
has been placed as to financing, was placed in a market that was quite 
different from our present market? A good deal of it was some 18 
months ago, I would say, before our present changes in the money 
market. Is that not a fact, Mr. Coogan ¢ 

Mr. Coocan. Well, it has been placed continuously. It is still 
being placed. 

Mr. Costa. But lately we have been having more trouble than 
previously. 

Mr. Cooean. It is a fluctuating market, but it is being placed. 
There is a variation that is unfortunate from the militar y standpoint, 
in that investors are choosing it on the location, proximity to large 
metropolitan areas, where there is no difficulty in selling the loan. 
When we get in the remote areas, it is difficult. 

Mr. Costa. You are h: aving some trouble with your remote areas? 

Mr. Coocan. We are; yes, sir. 

The Cuamman. Mr. Jewett, we certainly appreciate your coming 
here representing the Prudential Life Insurance Co. Will you pro- 
ceed in your own way, sir. 

Mr. Jewerr. First I would like to comment on the observation that 
was made here this morning there should be some way of getting 
the insurance companies to make more loans. The insurance com- 
panies, all of them, I think, are in the market for a certain amount of 
the guaranteed mortgages that are available. 

During the month of January, my company approved about 
SOH 000,000 of new business, and nearly 70 percent of that was GI 
mortgages. 

The Cuarrman. Would you mind repeating that again, sir? 

Mr. Jewerr. We approved about $95.01 0,000 in loans. 

The Cuatrman. In January? 

Mr. Jewerr. In January, and about 70 percent of that was GI 
business. It is a little higher percentage than we like to see, and is 
partially due to some lack of competition for that particular business. 

The main problem which has been developed here has been to coax 
more mortgage money into the FHA defense program, and the GI 
market. Now, the increase in the savings that are trusted to the 
banks and insurance companies and the savings and loan associations 
is not enough. Some of the money that gets into these savings ac- 
counts will not go into mortgages at all, and some mortgage money 
will not go into the housing m: arket, and some that goes into ‘the hous- 
ing market will not go into VA loans, or into the “defense areas, the 
strictly defense areas ‘that are-in the remote sections. 

Some of that money is going to go into the financing of industry, 
and some mortgage money will go ‘into policy loans, w vhich are con- 
tractual obligati ions, and small-business loans. 

Now, there has been a lot of talk about interest rates, but of more 
importance, probably, is the net yield, which Mr. Camp has touched 
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upon, because the 4-percent rate, which is about all you can hope to 
vet from your investment in mortgages, can be whittled down by 
the servicing, and servicing is most important. Good servicing re- 
duces the amount of delinquencies. We think that by keeping your 
staff fully up to par as to the number of people involved, even in a 
period when mortgage money is scarce, that we will have a servicing 
staff that will keep this business from getting into trouble, maybe : 
year, 5 or even 10 years from now. 

Now, you have the costs, which include waste, foreclosure expenses, 
and your own servicing, the servicing of the servicing agent, if you 
use one. We do not where we can he p it, but the difference between 
a VA and FHA loan is not important. The trick at the moment is to 
get the money for either of them. I would not make this as a sug- 
gestion, but just as an idea, perhaps in these strictly defense areas, 
in the remote sections where it is very hard to get mortgage money at 
the present moment, because you feel in those remote sections you are 
very apt to end up with a bond, the bond which you get after fore- 
closure of the mortgage if there has been default. 

The Cuatrman. In the remote areas? 

Mr. Jewerr. In the remote areas. In metropolitan areas the hous- 
ing will sell and rent even without a war effort. 

Under the title E, not transferable, bearing a high interest rate, and 
that interest rate not to be applicable unless the bond is held for a 
considerable period, possibly not less than 10 years, would bring some 
mortgage money not now in the market, not from insurance compan- 
ies, maybe from endowment funds, and places of that sort, into the 
mortgage market. 

Now, I mentioned competition a few minutes ago, but there is com- 
petition right at this moment, considerable competition. As a matter 
of fact, we pay a premium for a good conventional 414-percent loan, 
but in competition with FHA and VA there is a considerable amount 
of 414- and 5-percent conventional business, some of which is indus- 
trial, and you get 4 and 414 percent on it. If that competition was 
increased, “possibly by higher rates or other methods, your problem 
would pretty well disappear 

The Cuatrman. Thank you very much, Mr. Jewett. 

Mr. Richards, would you care to comment on that ? 

Mr. Ricwarps. As was indicated yesterday, with reference to the 
debenture interest rate, not only is it important on the loans that go 
sour, and where we have to issue a debenture 

The Cuarrman. Do you fear a lot of these loans will go sour in case 
the war effort stops? 

Mr. Ricuarps. Our history under section 603, and as I indicated we 
think our experience in section 903 will be better than even under 
section 603, the loss ratio was so negligible there that the difference in 
the bond rate, or debenture rate, would seem to me, insofar as yield 
is concerned, for the insurance company or other holder to be re: ully 
negligible, ¢ and I certainly agree with Mr. Jewett. 

The CuarrMan. It would be negligible because of your belief it is 
not going to go sour? 

Mr. Ricuarps. That is right. 

The CuatrmMan. I wonder why? 

Mr. Ricuarps. I gave you the figures on the number of new section 
603 projects. We had 380,000 units insured under war or defense 
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housing. We had another 286,000 units insured under Veterans’ 
Emergency Housing under section 603. Of those 380,000 units, as I 
recall—and I can get the figure for the record—about 6,000 of them 
went sour, so the percentage is very small. The dollar amount actu- 
ally I have here. The dollar amount on the insurance losses under 
section 603 was $1,992,000 out of $1,564 million of insured loans, so 
that the increase in the debenture rate so far as the yield to the investor 
would be negligible. 

However, I do agree very definitely with Mr. Jewett that it is not 
so much the question of interest rate, as yield. And that is something 
I would like to comment on as to FHA loans. 

The Cuamman. I wanted to call next on Mr. Clarke, of the W. A. 
Clarke Mortgage Co., in Philadelphia. We certainly appreciate your 
being here, sir. 

Mr. Cxiarxe. I would like for just a minute to review some of the 
things said here yesterday and today, because I think it will point up 
the problem. 

Mr. Foley stated that 800,000 units was considered to be an attain- 
able goal in the year 1952. 

Mr. Martin stated that net investment in mortgages in 1952 to 
carry out an attainable goal of 800,000 units would require about $444 
billion of new money. 

In addition to that, Mr. Martin indicated that that money could 
be available through normal savings channels. 

Mr. Martin further went on to say that an increase in the FNMA 
authorizations, in the opinion of the Federal Reserve Board, would 
be inflationary, and undesirable. 

His fourth remark was that an increase in mortgage interest rates 
would not be inflationary. 

Mr. Josephs, of the New York Life, Mr. Camp, and Mr. Jewett, 
all of them have stated up to date that competitive interest rates 
make VA and FHA loans not too attractive. 

Mr. King, in his statement yesterday, used the exact words as I took 
them down, that the supply of money for VA loans is sparse 
and spotty. 

Mr. Brockbank stated that the Home Builders were prepared to 
build the houses. 

It seems to me these remarks present the problem. What is the 
problem? The problem is how to get sufficient mortgage money to 
make the defense housing and veterans’ programs wor k, and from 
my point of view, and from that of the Mortgage Bankers Associa- 
tion, it is a comparatively easy thing to do. We believe that the 
entire problem could be cleaned up ‘and settled between now and 
tomorrow morning if the Senate Banking and Currency Committee 
would give instruc “tions to the housing officials of the countr y. 

The Cuamman. What instructions? 

Mr. Ciarke. I am coming to them now. 

The CuarrmMan. Go ahead, Mr. Clarke. 

Mr. Crarkr. I have been a salesman all my life, and from my 
point of view, you can sell anything if you set up the package right, 
and the thing that is wrong here is that the package has not been 
set up right. . 

To give you some background, beginning last March the Federal 
Reserve and the Treasur y reached an accord, and a ver y great change 
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took place nationally creditwise. Mr. Riefler, of the Federal Reserve 
Bank, made the statement to me at that time that this was the greatest 
change that had occurred creditwise in the United States in a genera- 
tion. That is a fact that I think all of us have to recognize, the 
unpegging of Government bonds resulted in interest rates on Govern- 
ment bonds increasing, because the price bid for them fell below par 
to the point where in December of 1951 the yield on long-term vic- 
tories for a short period was 2.77 as against their coupon rate of 2 

The effect, of course. was that all other interest rates have gone a 
I do not know whether you men noticed in the New York Times this 
morning that the savings banks in New York were authorized an 
increased interest on deposits from 2 percent to 214 percent. In other 
words, it is going to end up in making interest rates still tighter. 

Now, how to solve the prohiae: It seems to me it is very simple. 

Authorize or instruct the Government agencies to permit the lenders 
to do exactly what is currently done with public-housing bonds. 
When the Government is ready to put out an issue of public- housing 
bonds what do they do? They do not set a rate or a price, but they 
have them offered in the market, and they sell the bonds to the 
lowest bidder. 

The result of this program was that the first ones put out were 
put out at about 2.2 vield, tax-exempt, as I remember them. The 
next came out at an average of 2.05, tax-exempt, and the last one 
came out at slightly under 2, about 1.95. 

I do not see anything that is particularly holy about either a 
4-percent interest rate on veterans’ loans or 414 on defense housing. 
T would like to ask Mr. Richards what it takes for him to determine 
what rate is an acceptable rate? 

Mr. Ricnarps. That is what I have been waiting for. TI want to 
answer that. 

Mr. Ciarke. If the Government agencies were instructed to permit 
interest rates to rise within your present legislation, I believe the 
problem would be quickly cured. The point I want to make is that 
what I am proposing to you requires absolutely no legislation of any 
kind. The agencies now have the right to raise the rate of interest 
on VA loans to 414 percent. On defense housing you have the right 
to raise it to 414. 

Mr. Ricwarps. That is right; under section 903 ? 

Mr. Crarke. Under section 903 is what IT am talking about. In 
other words, there is no legislation required. Let the market seek 
its level. Let the investors, if you will, within the present range of 
legislative interest rates, seek mortgages rather than hold interest 
rates to a level which existed last March, prior to the time when we 
had a tremendous change creditwise. That is No. 1, and in my 
opinion the most important. 

Senator Rorerrson, Would you put the interest rate so high it 
would be an inducement to investment companies and banks to sell 
their Government bonds? 

Mr. Ciarke. No; that could not happen, as I see it. 

I happen to be, Senator Robertson, a director of a life-insurance 
company. As a director, it seems to me it is my duty to see to it 
that the funds of that company are invested first, for the best interests 
of the country, and second, for the best interests of our policyholders. 
We have available to us—— 
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Senator Rozerrson. I understand that is good, sound business; but 
I remember the late William Allen White wrote there are still some 
Republicans who believe God presides over a 6-percent heaven and 
all's well with the world. 

Mr. Ciarxe. I would like to tell you a story on that one, Senator 
Robertson. 

Now, the other suggestion I would like to make is that again, if 
you have something to sell you want to fix the package up right. 
We all have gone into stores and seen a pisoe of merchandise that 
was wrapped up in cellophane, and possibly it had « pink ribbon 

‘two stuck on it, and we bought it. I believe that is what FHA 
chonki do now in its defense housing. Let us take one thought, and 
this does not require any legislation either. A change in the interest 
rate on the debentures can be made. 

An insurance company buying defense-housing mortgages is faced 
almost immediately with the idea that he is buyi ing a ‘loss. A 214- 
percent FHA debenture today would not sell at par. "The best illustra- 
tion of this fact is that Government bonds of the same interest rate and 
the same maturity are selling for less than par. If this is true, FHA 
debentures would not sell for par. It would seem to me that it would 
not be difficult to determine what the rate would be which would 
permit FHA debentures to sell at par, and the rate should be increased 
to that amount. 

The rate these debentures carry really makes no difference. The 
FHA usually redeems the debentures anyway. Therefore, you just 
paint a pretty picture. When FHA debenture rates are increased 
you would have stuck a pink ribbon on it to make the thing more 
attractive to the investor. 

Another problem that worries investors—whether it is a sound one or 
not is hard to say—is the fear of waste, ghost towns, and so forth. 
The fear is of waste. It is a purely administrative matter. Let the 
FHA change the waste provisions to the point where they would be 
attractive to buyers. 

Senator Moopy. What do you mean by that, Mr. Clarke? 

Mr. Crarxe. Well, the present waste provisions of FHA are such 
that you have to put the property neck into condition if waste has 
occurred bevond normal wear and tear. Let the Federal Housing 
Administration, for example, be a little bit more lenient in what they 
might do onthe subject of waste in the event you had a ghost 
town. 

In other words, in a ghost town, certainly the possibility of waste 
is there. The matter of who is going to look after it, how fast you 
can get there, for example, just to turn off the water, the 
question of pipes breaking, and so on. 

Senator Moopy. Do you agree with Mr. Scully’s suggestion of yes- 
terday that all types of housing i in defense towns be insured by the 
FHA? Were you here when he ‘made that suggestion ? 

Mr. Crarke. Not necessarily. It might be a good thing to do. 

Senator Moopy. You think it would be a good thing to do? 

Mr. Cuarke. Yes, but I do not think it is necessary. 

Senator SpARKMAN. May I ask a question, Mr. Clarke? 

Mr. Cuarke. Yes. 

Senator SparkMan. You say those debentures today probably 
would sell below par? 
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Mr. Ciarke. That is right. 

Senator Sparkman. How much would that amount to, in your 
opinion ¢ 

Mr. CrarKe. Well, these are 10-year debentures, carrying a 214 
percent rate. About. 2.65, I think, is the current yield for Govern- 
ments of that coupon rate and maturity. FHA debentures are un- 
listed securities; therefore, not as good a market. I would guess 
probably four points; that is a pure guess. 

Senator SparkMAN. How much increase in the interest rate would 
be required to lift that? 

Mr. Cuarke. Oh, probably a quarter of a percent. 

Senator SparkMan. Now, of course, you are not discussing at this 
point the differential between VA loans and FHA loans, but what 
is the difference in rate of interest between VA loans and FHA loans? 
FHA loans, of course, have every one of those things you just men- 
tioned ¢ 

Mr. Ciarke. That is correct. 

Senator SparKMaAN. You and I have discussed this before. How 
would that account for the same quarter of a percent, as between those 
loans, if it accounts for a quarter of a percent between these loans/ 

Mr. Ciarke. Senator Sparkman, I do not know that any of us 
‘an determine that. 

Senator SPARKMAN. I re: ilize it is not exact. 

Mr. Cuiarke. Well, that is the reason I suggested that the Govern- 
ment agencies permit the interest rate to go up to the maximum of 
present legislative authority. 

The Morrisville area of Pennsylvania, which has been mentioned, 
is a defense area, but is one that will remain there as a permanent 
affair. I would hazard a guess that an FHA mortgage is marketable 
in that area, at a completely different rate from that which might be 
obtained someplace else, and I think the difficulties that have been 
experienced in connection with this business has been the establish- 
ment of a rate. I think it would be smarter for our entire industry, 
if we were in a position to let the market determine the rate within 
present legislative limits. Some spots may be considered more risky 
than others. 

Senator SPARKMAN. I remember a few years ago when you sub- 
mitted to your Mortgage Bankers Association a proposed formula for 
a flexible rate, and I am sure you recall that I told you at that time 
that I was attracted by the idea, if it were to work, if it were 
practicable. 

One thing that I have never been able to answer in my own mind— 
perhaps you could answer it here—when you speak of allowing the 
interest rate to seek its own level, naturally it has got to be set some- 
where, from time to time; has it not? In other words, on an FHA 
loan, for instance, you cannot just let one person make a certain in- 
terest rate today and another one a different rate tomorrow. You 
still would have them set a rate; would you not ? 

Mr. CiarKke. What I am talking about now requires no legislation 
at all. 

Senator SparKMAN. No; but you would let the rate be flexible from 
time to time? 

Mr. Ciarke. No; I would let it be flexible continuously. 
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Senator SparKMAN. Every day? 

Mr. CLarke. Yes, 

Senator SparKMAN. Who would set the interest rate ¢ 

Mr. Crarke. Let us assume my suggestion was adopted for both 
defense housing and VA mortgages. There is legislative authority for 
a 414,-percent -ate of interest for both types of mortgage. 

Senator Sparkman. In other words, 444 percent, say, would be the 
ceiling ¢ 

Mr. Ciarxe. That is correct. Let the market fluctuate up to that. 

Mr. Camp. On any particular group of loans, he means. 

Senator SparKMAN. What I am trying to get is this: Will the 
FHA—just sticking to FHA loans, for instance—would the FHA to- 
day raise the interest rate to 414 percent; money comes in; the market 
gets good; they are selling at a premium, and they decide the rate of 
interest. perhaps is too high, and then 6 months from now lower it to 
414? Would that be your idea? 

Mr. Cuarke. Sure, why not? 

Senator SparKMAN. That is what I wanted to get. In other words, 
they would set a rate within that ceiling, under that ceiling ¢ 

Mr. CuarKe. That is right. 

Senator Sparkman. Now, suppose—and this is the thing that has 
bothered me in this idea of the flexible ‘“ate—suppose it becomes ap- 
parent, from the money-market conditions, that the rate of interest 
is going to be raised—it is just almost inevitable—what would happen 
to the lending within that period of wait, we will say, of 2 or 3 months 
while this is actually taking place? 

Mr. Ciarxe. Well, Senator Sparkman, the actuality is that we have 
been waiting now almost a year. 

Senator Sparkman. That is true. A lot of people feel that that 
is what has been happening; that there has been a lot of waiting. 

Mr. CiarKke. But you must remember 

Senator SparKMAN. When there is no requirement at the present 
time. If there were a requirement to change it from time to time, I 
am wondering if that waiting would not become even more acute / 

Mr. Ciarke. I do not think you quite get my concept of it. 

Senator Sparkman. Well, frankly, I hope your concept is a little 
different from the way I see it, because I am in complete sympathy, 
as you know, with the idea that you have tried to work out. I have 
never been quite able to work it out in my own mind as to how it 
would function without considerable difficulty. 

Mr. Ciarke. That ends my dissertation on the subject, Senator 
Maybank. 

Senator Moopy. Mr. Clarke, you suggested that these loans would 
be financed at market rates. The critical military housing is set by 
law at 4-percent; is it not? 

Mr. Ciarke. Four and a half. 

Mr. Ricuarps. Section 903 is up to 4144. The Commissioner has a 
right to set section 908 at 4. That 1s projects. 

Senator Moopy. How would you handle those ? 

Mr. Ricuarps. Apparently there has been no suggestion that we 
raise the rate on the project. mortgage of 4 percent. The amppention 
thus far, as I interpret it, has all been to do with section 903, or the 
single-family 414-percent interest rate. 
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The Cuarrman. I think, if I might say, gentlemen, in deep appre- 
ciation for your presence, the Turkish treaty is up on the Senate 
floor, and Senator Sparkman must be present. I think we should 
recess until 10 o’clock in the morning, and at that time I will ask 
Mr. Richards if he will answer some of the questions Mr. Clarke 
has asked. 

Then I will call on Mr. Tapp, from the Bank of America. I will 
be interested in hearing from Mr. Tapp. We will recess until 10 to- 
morrow morning. 

(Whereupon, at 12:08 p. m., the committee recessed until 10 a. m. 
Friday, February 8, 1952.) 
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FRIDAY, FEBRUARY 8, 1952 


Untrep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to recess, at 10:30 a. m., in room 301, 
Senate Office Building, Senator Burnet R. Maybank (chairman) 
presiding. 

Present : Senators Maybank, Robertson, Sparkman, and Frear. 

The following participated in the round-table discussion: E. 5. 
Allsopp, Prudential Insurance Co.; Charles R. Van Anden, New 
York Life Insurance Co.; Edward Bartelt, Treasury Department; 
George L. Bliss, United States Savings and Loan League; Alan 
Brockbank, National Association of Home Builders; E. A. Camp, Jr., 
Liberty National Life Insurance Co.; W. A. Clarke, W. A. Clarke 
Mortgage Co.; Norman Carpenter, Metropolitan Life Insurance Co.; 
Aubrey M. Costa, Mortgage Bankers Association; Thomas P. Coogan, 
Defense Department: William K. Divers, Home Loan Bank Board; 
Raymond M. Foley, Housing and Home Finance Agency; Harry 
Held, Bowery Savings Bank; T. B. King, Veterans’ Administration ; 
Oscar Kreutz, National Savings and Loan League; Robert Morgan, 
Boston Five Cents Savings Bank: Guy E. Noyes, Federal Reserve 
Board; Franklin D. Richards, Federal Housing Administration ; John 
J. Scully, Chase National Bank: Ward Smith, National Association 
of Real Estate Boards; Jesse W. Tapp, Bank of Ameri¢a. 

The Cuatrman. When we recessed yesterday, I had asked Mr. 
Richards to answer some questions which were propounded to him by 
Mr. Clarke. 

Would you go ahead, Mr. Richards? 

Mr. Ricwarps. Mr. Chairman and members of the committee, Mr. 
Clarke suggested that he might be able to tell you how this problem 
of assuring adequate financing for defense and military housing 
could be settled in the next 24 hours. You wanted to know what his 
suggestion was; and, as I jotted the suggestions down, there were 
three. 

The first one was to raise the debenture rate. 

The second one was to liberalize the waste provisions of our regu- 
lations with relation to these titles, and the third was to raise the 
interest rate. 

Now, I am going to take what I stated was the easiest one first, 
and that was to raise the debenture rate. 

The debenture rate is 214 percent on these titles that we are dis- 
cussing: namely, title VITI and title IX. The term of the debentures 
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issued under these titles is 10 years, so that there could be no difference 
in respect to the term. 

Now, I am sure that we all recognize that the debentures are 
issued only if and when a property goes into default, and that the 
mortgage that is secured by the property is assigned to the FHA, 
that there is a foreclosure, and the property conveyed or we accept a 
deed in lieu of foreclosure. 

In connection with the section 603 cases, during the war period 
there were approximately 1 percent of the total number of insured 
cases that went in default and were foreclosed and assigned, so that 
in considering the total yield to the investor, he secured in effect the 
full 4-percent rate on 99 percent of all the section 603 cases, and was 
only obliged to take the 234-percent debenture rate on about 1 percent 
of all of the insured loans. So, as Mr. Clarke said finally, “I do not 
believe that this matter is too important,” but he said something to 
this effect, that it would be, in a way, tying a pretty ribbon around the 
package. It is my conclusion, that is about as effective as it would be 
in producing adequate financing for these two titles. 

I would say this, that in my opinion it might be worthy of further 
consideration. Of course as you know, in this instance it would be a 
matter for the Administration, the FHA to determine, whether or 
not we wanted to recommend such a proposal to the Secretary of the 
Treasury for his approval. 

Now, with reference to the second point, liberalize the waste pro- 
visions of the regulations. In the first place, I will read the definition 
of waste that appears in our regulation. 

The term “waste” as such term is used in the administrative regula- 
tions governing one- to four-family mortgages means— 
permanent or substantial injury caused by unreasonable use, or abuse, and is 
not intended to include damage caused by ordinary wear and tear. 

During the discussions of the last 2 days, we have not been too clear 
in our statements about whether we were talking about section 908, 
the rental projects, the project mortgage type of insurance, or section 
903. Now, I want to be clear with reference to those two sections with 
reference to the waste provision, because in the project mortgage type 
or rental housing, there are no waste provisions whatsoever. Mr. 
Clarke’s reference to liberalization of the waste provisions would have 
to apply to section 903. 

Now, section 903 provides virtually the same waste provision as 
was provided in section 603, with one exception, and I want to call that 
to your attention, particularly because of something Mr. Camp stated 
yesterday, and which I answered. 

In connection with the waste provision of section 903, it provides 
that if the unpaid principal at foreclosure exceeds 75 percent of the 
value at the time the commitment was issued, no waste provision ap- 
plies. Assuming that we have a section 903 case, that is 90 percent 
of value at the time we issue the commitment and insure the loan, 
there would be no waste provision applicable unless the mortgage 
had been paid down to less than 75 pereent. 

Now, you will recall there was some consideration about ghost 
towns, and a lot of these cases having to be foreclosed, and turned over 
in order to get this debenture rate within a short period of time after 
the emergency had expired. 
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I would like to say this, that on a 25-year term, with a 90-percent 
outstanding mortgage at the time the loan was insured, it would take 
about ) years, a little over 9 years for the loan to pay down from 90 
to 75 percent, so that in the first 9 years of the life of the loan, there 
would be no applicable waste provisions. 

Now, after that. there would be the waste provisions as were in 
section 603, with one exception. Under section 603, the total waste 
liability of the mortgagee was limited to $100, and there is no limita- 
tion here. ‘To my way of: thinking, the waste provision was not, in 
section 603, any real objection. There was very little objection, if 
any, on the part of mortgagees to that, and with this waste provision 
virtually the same, I would think there would be little need for lib- 
eralization of the waste provision. I do not think it would apply 
in very many instances, because, in effect, there is none up until the 
first 9 years. 

Now, the third point that Mr. Clarke mentioned was the matter of 

raising the interest rate. The question at different times has been 
presented to me, Does the FHA study this interest rate? What do 
you do about it? Are you considering the matter / 

My answer to that is. “Yes, we do consider it and are following it 
contmually.” Wedo it intwo ways. First we are analyzing the yield 
on the current market, and I would like to talk about what I mean 
by the current market. We are also analyzing the current yield of 

bonds, competitive bond issues on the current market. Also, we are 
continually studying, for many reasons, the volume of business we 
are doing. We estimate the volume for Congress in the matter of 
appropriations, and so on. 

This subject is really not a new subject. As a matter of fact, it 
was discussed at every meeting of the mortgagees, and the builders 
and at committee hearings last vear. It is not a new subject at all, 
and let me say this, that “despite the fact that last year was a rather 
hectic and chaotic year in the industry as has been brought out several 
times during these hearings, yet the industry was able to finance the 
start of 1,100,000 units, and this year proposals have been not to exceed 
an attainable limit of 800,000 to 850,000, 

The CuarrmMan. Do you see any chance of obtaining more than that ? 

Mr. Ricnarps. Well, I would think that that would be an attainable 
ceiling which would be appropriate under all conditions. 

The Cuarrman. The reason I ask is that there was another cut- 
back in automobiles today, due to the materials shortage so I was told, 

in the Studebaker Co., and they are going to have to |: ay off thousands 
and thousands more people. 

Mr. Ricrarps. In connection with the effective rate, Mr. Clarke 
asked me what I thought was an effective rate, I have repeatedly made 
statements all over the country that I thought the FHA should have 
an effective rate, and by an effective rate, I mean a rate that will draw 
money out into this voluntary system. As I explained yesterday, it 
is not a mandatory system; it is a voluntary system. 

Now, I would like to impress the committee that in my mind what 
the lenders are concerned about is yield, and I think all will agree that 
that is the important thing. I see my friend, Mr. Clarke, is shaking 
his head affirmatively, that that is the important question, the yield. 

I would like to say to you that in my opinion I think the FHA 
has a flexible interest rate, or a flexible yield. 
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We started high, and we are down somewhat—I say “high,” 
which was started by my good friend, Mr. Camp. We started at five- 
plus, and we are now down to four, ‘and four-and- -a-quarter, but let 
me tell you that that has been brought down by pressure—not by Con- 
gress. Congress did not force us down; it has been brought down 
by the market. 

Let me also say this. When you talk about a flexible rate— 
and there was a little discussion about the flexible rate yesterday— 
Mr. Clarke said put it at this figure and let us operate under it, but 
that is not the history as when you put it at a given figure 99.99 per- 
cent of the loans are made at the maximum figure. They do not op- 
erate at much under the maximum unless they do it way of a 
premium. I mean as far as the mortgage is concerned, it is written 
up at the maximum rate. 

The history of the rate has been this, very briefly. We have re- 
duced it from time to time as the market forced it down. Now, a 
year and a half to two years ago, the time we were talking about here 
yesterday, I recall some very v ‘ivid incidents that I would like to state. 
I remember some years ago I attended the mortgage bankers’ annual 
convention in Texas. In fact, they have favored me by inviting me 
to their convention I think every year for the last 10 years, and I 
have gone there and spoken. They were ranting and raving about 
Government rules and regulations, but they then later proposed a 
resolution which asked the Federal Housing Administration to adopt 
a regulation, not a procedure but a regulation, which would require 
the lender and the borrower to sign a “certificate before they got an 
FHA loan that the lender had not kicked back or paid the borrower 
anything in connectien with the loan. 

Well, now, we did not want to have to regulate the industry. We 
thought the industry should regulate themselves. Later I had sev- 
eral delegations from New York come into my office and ask me to do 
the same thing. Now, why did they ask me to do that? Because com- 
petition was forcing, at that rate, a premium, and those premiums 
averaged on the single- family loans from one to three points, and on 
the project loans as high as five points. 

We reduced the interest rate on the 1 loan primarily in order to cut 
that high, and what I thought excessive, premium. Now, I am not 
against premiums, but I think the premium should be helpful, and let 
me say this: When those premiums were being paid, the kick-back 
was going to someone other than the consumer, and I do not per- 
sonally think that is proper. On the other hand, I want to make clear 
that insofar as I am concerned, as Commissioner of the Federal Hous- 
ing Administration, I have always felt that this effective rate should 
be an equitable rate to the lender. 

Now, we cut the interest rate, and what happened? The volume 
went on, and the premiums dropped about 50 percent. May I say that 
up to last March, when the action that was taken by the Government 
in not supporting the bond market as previously, which Mr. Clarke re- 
ferred to yesterday, the premiums had gone back on the reduced rate 
of 414 percent, almost as high as they were when we cut them. 

I would like to read to you what the yield is on an FHA mortgage 
at 414 percent and 4 percent at various premiums. 
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At par, the return on a loan that is insured and prepaid at the end 
of 8 years—and I think, Mr. ee that that is the basis on which you 
were analyzing the subject a year ago. In view of the fact that pay- 
ment of interest is made monthly, aa $14, pe is equivalent interest 
on bond payments made semiannually of ! t.29 percent gross, at par. 

The estimated servicing cost has been agreed upon by all, 1 think, 
at one-half of 1 percent. A year ago the lending institutions were 
stating publicly through the Mortgage Bankers Association, as I re- 

call, that the home office cost should run about 0.15 of 1 percent, but 
now here they are suggesting 0.30 of 1 percent, so I am using the higher 
figure, 0.30 of 1 percent. If you deduct the 0.80 of 1 percent from the 
4.29, the par rate, you will have a net of 3.49. 

Now, on the basis of 101, you have a rate of 3.32; at 102, you have 
3.16; and at 103, 3 points. 

Now, then, at the time the lenders were paying 103, they were will- 
ing to accept a 3-point yield and it varies from 3 points to 3.49 at par. 

On the 4- percent mortgage, the project ee the picture 
is brighter, because the servicing cost is much less. I do not know what 
percentage of the total number of project loans are serviced directly 
by the long-term holder, but a substantial part are; but regardless of 
that, we have put estimated servicing cost, and estimated home office 
cost. at 0.35 percent, and I am quite confident the lenders will agree 
that is somewhere near reasonable. 

At par, rather than the 414 percent producing a net of 3.49, the 
4-percent loan produces 3.68; and at 101, it goes to 3.52; at 102 to 3.36; 
and at 103, to 3.20, 

Now, compared with the present average annual vieldon AAA, AA, 
and A bonds, the aver age of those, according to the Moody’s Investor’s 
Index, approximates 3. 15, so in virtu: ally every instance, certainly up 
to 102 premium, the FH A is in excess of any of the stated bond yields, 

», even with the premium—— 

ae Crarke. If I may interrupt, would you give those returns 
again ? 

Mr. Ricuarps. I will give you the list. Mr. Clarke. 

To me, I might say at ‘Teast theoretically the interest rate, or the yield 
from the FILA at 4 and 41, percent is better than competitive invest- 
ments today. 

I may say that possibly some of the larger insurance companies, by 
virtue of the possibility of buying a larger percentage of total issues, 
could beat those rates slightly. 

Now, on the other hand, I think that it is important to see what our 
volume has been, because an effective rate should draw out the money. 

During 1950 we insured 4.3 billions of dollars, and bear in mind, 
these are insured loans, not applications, 507,000 units. 

In 1951 we insured 3.2 billions - dollars of loans covering 335.000 
units of new and accion: and in January of 1952—those are the latest 
figures we have, I do not have those on insurance, but I do have them 
on applications, showing the new business that is now coming in, our 
receipts in January 195 2 are 33 percent higher than they were m 1951, 
the year that was started 1,000,000 units. 

Some might say, “Whose financing is that, is it going to the 
FNMA?” 

As a matter of fact, during November and December, the latest 
data I have compiled here, the FNMA only purchased at the rate of 
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about $214 million of FHA loans a week, so at that rate it would be 
slightly over $100 million a year, and our volume of insurance last 
year was $3.2 billion, so that is negligible. 

It seems to me from an analysis of the competitive rates, the FHA 
rates of 414 and 4 percent are competitive, and secondly, from an 
analysis of the insured loans during the last 2 years, and the applica- 
tions this January, which are 331 percent in excess of a year ago, 
and it is indicative that the rates are pulling the money out. 

Therefore, my conclusion is that the interest rates, as such, are 
now sufficient and effective. 

Now, I would like to conclude by saying that I think that the volume 
of business that has been done already under title 8 has been amazing. 
I read those figures yesterday, and in my opinion, and I think most of 
you will agree here, that under that section we are producing some 
of the finest housing for the housing dollar that has been and is being 
produced. 

In connection with title 9, I think there has been considerable mis- 
understanding. I believe that some of that misunderstanding has 
been cleared up here at these hearings. I was talking to Mr. Coogan 
last evening, and we had in mind inv viting different groups down here 
to review with them the military and FHA plans of operation to fur- 
ther enlighten them with reference to military housing. I think Mr. 
Jacobs stated that the other day, in the first address ‘that was made 
before this group, that he felt that one reason more institutions were 
not in the market was because they were not as familiar with title 9 
as they were with some of the other titles. 

In conclusion, I think the yield or interest rate is competitive. I 
think this year there will be a lower production of mortgages than 
there was in 1950 or 1951. I think, as Mr. Pratt stated so ably yester- 
day, the institutions have been engaged in digesting this terrific volume 
of precommitments and, as I recall, that ran mto ac consider able number 
of billions of dollars, and his estimate was that maybe as much as 
$500 million was still on the market. Much progress has been made 
in that digestion. 

As also was stated, it was agreed that it has been the lack of money 
in the last year rather than the yield. I think it has been indicated 
that with increased amortization, and with increased deposits, that 
there should be sufficient funds available in practically all areas, how- 
ever, and I do not mean every area of the country, to do this job. 

Let me say in my opinion—and I have been w ‘ith the Federal Hous- 
ing Administration since 1934, the year it started to operate—that 
never at any time have we been able to get what we thought was 
adequate funds in every section of America at the time it might be 
needed. We did not have that during the war, and I do not “think 
we are going to get it in title 9 this year. I think it is too much to 
expect, ‘but gener rally speaking, I think that there will be funds in 
most areas to do this job. 

Senator Rosertson. Mr. Chairman, notwithstanding the reports 
made here that the National City Bank of New York is larger than 
the Chase National Bank, my opinion of the sound judgment of my 
friend, Mr. Scully, has been i in no wise abated, and I want to ask him 
this one question: 

Mr. Scully, do you agree with the position taken by Mr. Richards, 
that we got all the law we need if we do not get scared? 
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Mr. Scutziy. I am sorry, Senator, I did not quite get that. 

Senator Roserrson. Do you agree with the position taken by Mr. 
Richards, that we have all the law on this subject that we need, if we 
just do not get scared ? 

Mr. Scutzy. All the law we need, very definitely, I feel we have. 

Senator Rosertson. Then you endorse the philosophy of the old 
colored man in Virginia who used to tell Aesop’s Fables. One was 
about the jackass and the lion going down the road together, and they 
came to a field where there were some sheep, and the lion said to the 
jackass, “I certainly would like to have one of those sheep,” and the 
jackass said, “Well, lion, maybe if I gallop over in that field among 
the sheep I will scare them, and maybe one will come by your way and 
you can get it.” The jackass jumped over in the field, and he started 
galloping and braying and the sheep just ran in every direction, and 
one came by the lion and he got it, and when the jackass came back 
he said, “Lion, did I scare them?” And the lion said, “Yes, and you 
would have scared me, too, if I hadn’t known who you were.” 

The CuHatrman. Mr. Tapp, as a representative of the Bank of 
America, we would be glad to hear from you at this time. 

Mr. Tarr. Mr. Chairman, and members of the committee, I am very 
happy to be here. It is very difficult after all the discussion we have 
had to add anything new. I would like to point out that the commer- 
cial banks on the coast are in a somewhat different position than Mr. 
Scully’s fine institution, in that we are also heavily in the savings 
business. In our own institution about 45 percent of our deposits are 
savings deposits, so that we are not only interested in financing build- 
ing construction with interim loans, but we also do a very substantial 
volume of direct lending to home owners. 

Another difference in the situation there is that we have predom- 
inantly branch banking, which means that we have a mobility of funds 
through the banking system, to a considerable extent. In other words, 
many localities which might not have sufficient savings deposits to 
support the lending which had been necessary during the past 6 years, 
with the great expansion in population and building can be served 
by more or less automatic mobility of funds within the same insti- 
tutions. 

We have had, as you know, ever since the end of the war, a tre- 
mendous expansion in home construction in California, and on the 
Pacific coast generally. That has eased somewhat the problem which 
we otherwise would have had when we faced this new emergency. 

I might make one comment on this ghost-town problem. We have, 
I think, tended to overemphasize that. We have a large new installa- 
tion at Inyokern, out on the edge of the Mohave Desert, where they 
do a lot of testing of planes and other military activities that require 
that kind of locale. 

They have a new defense-housing project in prospect there, which 
is being financed, the financing has just been arranged, the project has 
not actually been started, on the basis of the FNMA prior commitment 
made sometime ago. 

The Cuamman. Mr. Tapp, as chairman of the committee, I would 
say there are more complaints coming from California than from any 
other State in the Union, because of just what you are speaking about, 
the tremendous expansion. 
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Would you tell us whether or not you believe they are getting sufli- 
cient mortgage money? Of course, there is a limitation on the num- 
ber of houses, and the Administration has a policy of seeing that 
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that number are evenly distributed. We members of this committee D 
have more letters and telegr ams from California than any other State } 
in the Union, which is justified perhaps because of the tremendous ; 
growth. 5 

Mr. Tarr. There is a terrific growth. ; 

Richmond had tremendous expansion during and since the war. 
There is a new defense-housing project under consideration, and the 
financing has been approved for the Pittsburg area, which is just 
north and east of Richmond, up the bay there. 

I have no information that there have been substantial applica- 
tions for financing defense housing that are not being taken care of, 
or will not be taken care of. 

The CuatrMan. Iam glad to hear you say that. 

Mr. Tapp. It may be they have not been able to get enough alloca- | 
tion of the so-called defense housing, but we have had, in the Los : 
Angeles area, a very great expansion of housing. 

The Cramman. Has it been your experience ‘that there is a greater 
demand perhaps in California than any other particular St: 1te, Mr. ' 
Richards? 

Mr. Ricnarps. Yes: that is right, Senator. 

About 18 percent of all of the FHA insurance has been written in 
the State of California. : 

Mr. Crarke. I would like to ask Mr. Tapp a question : ; 

Is this financing of defense housing in California, which you say 
is being taken care of, is that being taken care of by you making the ‘ 
interim loans, advanced during construction, and the perm: inents be- ‘ 
ing taken by FNMA, or the permanents being taken by banks? t 

Mr. Tarr. They are being supported by a prior commitment by 
FNMA. ; 

Mr. Crarke. That financing in California, which is being taken | 
care of is pretty largely being taken care of by FNMA. | 

Mr. Tarp. Two projects are being taken care of privately, with 
the prospect that they will be converted into title 2 loans, another } 

title. 

On this matter of rate, I think that we might make one observation ' 
on that, because we are heavily in the business of making not only 
the FHA type of loan, the GI loan, but also conventional loans, and ' 
as a bank we have customers interested in all types of loans, including I 
commercial loans, and for the past 15 or 18 months, we have been con- : 
scious of the fect that the GI and FHA loans are not strietly com- | 
petitive. y 

I might illustrate that in this way: In 1947, for example, about two- 
thirds of our real estate loans were GI and FHA loans. 
= : . Pe ter ge ne 5 d 
The CuarrMan. Now, you said California was responsible for 18 = 
percent—Mr. Richards did—of the FHA loans in the whole of the ke 
United States. b 
Have you any figure on the GI loans? t] 
Mr. Tarr. Mr. King might have some. lk 
What portion of the GI loans are in California ? r 
Mr. Kine. I do not have the percentage, Mr. Chairman, but our p 


largest office, in point of volume, is in Los Angeles. 
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The CuHarrman. That is again coming back to this housing prob- 
lem, that we cannot afford to have the housing channeled into any 
one State regardless of the situation, so we put a 10 percent limita- 
tion on any one state; is that not correct, on public housing? 

Mr. Fotry. You are speaking of the low-rent public housing ? , 

The Cuatrman. That is right. Ten percent, because we figured 
that would be fair, since you have not got enough to go around any- 
nee and if you allotted more than 10 percent, somebody else would 
be denied. 

Mr. Forey. As distinguished from the public housing we may 
have to provide for defense. 

The Cuatrman. That is right. 

Mr. King, if you could get the figures, just for curiosity, I would 
like to know. I understand the Los Angeles office is by far the larg- 
est you have. 

Mr. Kine. Mr. Chairman, I have just been supplied a figure here 
that indicates that insofar as home, farm and business loans in our 
program are concerned, 13 percent of volume is in California. 

The Cuairman. Thank you. 

Mr. Tarr. I might say, Senator, in our own institution we have 
made something over $600,000,000 in GI loans. 

The og AIRMAN. And there is no big backlog; is that correct ? 

Mr, Tarr. I would say for the last 12 months, particularly, the 
fact that the insurance companies were loaned up, and that there was 
not a secondary market for GI loans, has discouraged the volume 
of GI loans that might otherwise have been made. 

Senator Ropertson. Mr. Chairman, the record of 18 percent in one 
State is very impressive. I would like to ask the witness, or anybody 

else who can give the information, what percentage of that was under 
the FNMA previous commitment program. 

Mr. Ricuarps. 1 would say over the years, Senator, of that 18 per- 
cent—and that is pretty uniform almost every year—that the FNMA 
has not been obliged to buy out of that one-third of 1 percent. It has 
been practically negligible. 

Senator Roserrson. I would like to ask the witness, in the housing 
program, if the bank has had to call on FNMA? 

Mr. Tapp. We have used FNMA to a slight extent, combining those 
we have sold to insurance companies, would be 5 percent. 

Senator Roprrrson. I have never heard the Bank of America was 
not liberal in its loan program. As I recall about 2 years ago the 
Bank of America had the highest percentage of loans of any bank 
in the country. 

Mr. Tarr. We also have the largest portion of savings deposits, 
which is a large factor in the matter of lending policy. 

One observation on this secondary market. ‘We have rece ntly been 
discussing with one of the insurance companies the possibility of 
getting a combination outlet for these conventional loans, and the GI 
loans. The problem of taking care of our customers currently would 
be simplified somewhat if we could arrange a package deal whereby 
the insurance company could obtain a certain volume of conventional 
loans at a higher rate, together with a volume of GI loans at a lower 
rate. That might be one answer in a limited way to some of this 
problem, but it also indicates that a part of the problem is a rate prob- 
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sit and that as compared with the conventional loans which are 

railable to the long-term investor at the present time, the GI loans 
met the FHA loans are not strictly competitive. That, I started to say 
a moment ago, is also illustrated by the fact that in 1947 approxi- 
mately two- thirds of our loans—that is the loans made—were GI and 
FHA. 

In 1951, that proportion had dropped to about 45 percent GI and 
FHA, which indicates the availability of a larger volume of lending, 
quite important to defense, of a conventional character at a rate that 
is more attractive than the GI and FHA loans under the present 
situation. 

Senator Sparkman. Before you sit down, Mr. Tapp, I would like 
to ask have you made any loans on title 9 housing? 

Mr. Tarr. We have made a number of commitments, Senator, all 
but two of which are supported by prior commitment from the FNMA. 
Those other two we contemplate, while they are set up as title 9, it 
will be possible to convert both of those loans into title 2 loans when 
the properties are actually sold. 

Senator SparkMaAn. Well, now, you say that these other two had 
prior FNMA commitments. 

Mr. Tarr. Ten or twelve of the others, in addition to that, where 
we had prior commitments. 

Senator Sparkman. You mean your loan on that is in the nature 
of a temporary loan. 

Mr. Tarr. That is right, in those 10 or 12 projects. 

Senator Sparkman. Which FNMA will take off your hands. 

Mr. Tapp. That is right. 

Senator Sparkman. Have you studied title 9 housing with the 
idea of making permanent long-term loans? 

Mr. Tarr. Yes, but unless we can see that they will eventually be 
convertible into the normal title 2 loan—in other words, the com- 
munity prospects are such that they would actually qualify, from that 
standpoint, we feel that we should be protected by the FNMA prior 
commitment. 

Mr. Crarxr. Would a little higher interest rate be attractive ? 

Senator SparkMANn. Would you repeat the question ? 

Mr. Crarke. The question I would like to ask is would a little higher 
interest rate make them a little more palatable to the Bank of America? 

Mr. Tarr. Well, not if you are considering a title 9 loan from the 
standpoint of the long-term prospect of that particular community. 
A slight difference in the interest rate would not be the controlling 
factor unless in addition the debentures provisions and other terms 
were adjusted. 

Senator SparKMAN. With you, it is the idea of security, rather than 
rate of interest ? 

Mr. Tapp. Well, of course, we are interested in the rate of interest, 
too, Senator. 

Senator Sparkman. Do you feel that there is not a degree of per- 
manence to the localities, or to the housing projects of this type to make 
them sufficiently secure to you? 

Mr. Tarr. That would be a determining factor in deciding whether 
or not we would take it without the FNMA prior commitment. 

Senator SparkMAN. Just leaving off the prior commitments al- 
together, because I think it is quite apparent that we are not going 
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to be able to carry along an FNMA prior commitment on all of this 
title 9 housing, I think ‘something i is going to have to be done to get 
this title 9 housing financed, and T have had the ver y definite fee ling, 
Mr. Chairman, during the course of these discussions, that perhaps 
not enough emphasis has been placed on the security element of title 
9 housing. I feel that there has been an indication here to play them 
up as being insecure, when I believe in setting up the legislation, we 
tried to write the permanence into the legis Jation so as to make them 
secure. 
In other words, as I understand title 9, housing will not be 
scheduled until the permanence of the inst: lation is decided upon, or 
at least that it is permanent enough to be secure. It that not in it? 
Mr. Ricnarps. That is correct. 
Mr. Fotey. That was the understanding of the programing given 
yesterday. 
Senator Sparkman. That is what I understood, yet I gather from 
Mr. Tapp’s testimony that we still have the feeling that that element 
of security is not strong enough in title 9 housing, ‘and I think we are 
going to have to do something to get title 9 housing moving. 
The Cuairman. Do you have e any idea of the programs that. have 
been scheduled that you do not think are going to be permanent ? 
Mr. Brockpank. Mr. Chairman, I think the i impression may have 
been given so far that. there is sufficient money in California for the 
defense housing program, but I have letters and telegrams in our 
regular 2-week reports here, and every one of them says, “We have 
no money.” Here is one from Los Angeles: 
I believe it will be necessary that FNMA reinstate prior commitments in order 
for us to obtain money. 
The next one says, from San Francisco: 
It is a little too early yet to tell. 


Here is one from San Diego. It is one of a whole list of reports. 
It says “We have got to have money.” I think there is entirely a 


different impression on the part of our builders in the field. This 
man says: 


I believe that I can fairly sum up the picture here by saying that the builders 
generally are unable to procure interim financing of any kind until the lender 
has been supplied with prior commitments or take-outs. FNMA has been the 
only medium available for this in the past, and now that prior commitments are 
no longer made, local lenders will not supply the interim funds. 

There is no area more strategic than San Diego, as I understand it. 

Senator Sparkman. Do those pertain to defense housing? 

Mr. Brocknank. Yes, sir; this is the programed housing, Senator 
Sparkman, and this is the report from the San Diego area on what is 
going on. The report lists each builder’s name, how many houses he 
applied for, and what he is doing about money. They are having a 
terrific time finding financing. 

Senator SPARKMAN. You mean title 9 housing? 

Mr. Brockpank. Yes, sir. 

Senator SparKMAN. [ wanted to be certain of that. I do not see 
any conflict between the reports that your —. make and the 
reports that have come to us generally,even from Mr. Tapp. Mr. Tapp 
says that he has not made any long-term loans on title 9 housing, and 
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the only construction, or temporary loans, that he has made have 
been where there were prior FNMA commitments. 

Mr. Tarr. Except in two instances, where we think they will be 
converted. 

Senator SparKMaNn. Except in two instances where he anticipates 
they will become title 2 housing. 

It appears to me we are running into great difficulty in getting 
title 9 housing moving. 

Mr. Tarr. In further clarification, Senator, I might say I talked with 
my office yesterday. They have only two title 9 projects before them 
at the present time that have not been approved. Of course, those had 
prior commitments. One of those, involving the possibility of switch- 
ing the projects from a three-bedroom housing project to a two-bed- 
room housing project, which if modified will probably be financed and 
approved. One was approved yesterday, and another one was ap- 
proved for Pittsburg. I think there is a lot of milling around on this 
that will gradually get cleared up, but that problem of the prior 
commitment for some of these remote projects I think will continue to 
be a problem. 

The CuHarrman. We thank you very much, Mr. Tapp. 

Mr. Costa. Mr. Chairman, I would like to add for the record that 
money for title 9 housing is not prevalent in the State of Texas, in 
which I live. We are facing some of the problems as reported by Mr. 
Brockbank in the California situation. 

The CuHatrmMan. I understood that, Mr. Costa, particularly in 
connection— 

Mr. Costa. Some of these areas are not what might be termed “re- 
mote areas,” they are in pretty good sections, with surrounding com- 
munities that would give them an opportunity to live under normal 
conditions, and money is not available for some of these now. 

I do not want the impression to be left that those mortgages are 
being readily taken, because we do not find that to be the condition. 

Now, while I am on my feet, sir, I would like to ask Mr. Tapp some- 
thing about his activities in veterans’ housing loans. 

The Cuaimman. Mr. Tapp, would you care to answer the question, 
without taking too much time? Mr. Costa asked about your experi- 
ence with veterans’ loans. 

Mr. Cosra. I take it you are thinking of a combination package 
wherein you could offer some conventional loans at higher rates, 
or acquire some conventional loans at higher rates, that there is a 
problem in the matter of the veterans’ loans being attractive to you 
for your portfolio at this time, sir. 

Mr. Tarr. That is quite right. What we would like to be in a 
position to do would be to take care of our customers on a day-to-day 
basis, and if we had an outlet for a combination of veterans’ loans 
with the conventional loans—and we have a supply feeding into us 
continually from our branches—it would enable us to take care of 
a larger volume of GI loans. 

Mr. Costa. Your conventional loan program, by reason of higher 
rates, has been able to attract money into that field which the 4 per- 
cent GI loans is not attracting. 

Mr, Tapp. That is right. 
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Mr. Camp. Does that not mean, Mr. Tapp, that one of the real prob- 
lems then is the question of net return to the investor on the mortgage 
loan ¢ 

Mr. Tarr. Yes, I tried to indicate that. 

Mr. Camp. I wanted to be sure that was understood. 

Mr. Hetp. May Task Mr. Tapp a question ? 

The CHairmMan. Certainly. 

Mr. Hetp. Mr. Tapp, is it true that even without defense housing, 
that is prior to defense housing coming in, that California could take 
care of approximately 60 percent of its capital needs through its own 
banking and mortgage facilities, and about 40 percent of its capital 
needs had to come from outside of California? I have heard those 
figures mentioned. 

Mr. Tarr. I would not want to confirm those particular figures, 
but it is true that we need outside mortgage money, and we have been 
very happy about the contribution which the insurance companies 
and savings banks have made in helping to supply that long-term 
money. 

Mr. Hevp. So that the defense housing is piled on top of that lack 
of funds—what vou can supply. 

Mr. Coogan. We presently have some title 8 military housing proj- 
ects in California on which we are unable to secure a commitment 
for the mortgage, and we have many more in the planning stage, in the 
development stage, all of which are proving very difficult to finance. 

The Cuareman. Is that true in other States, too? Is that true in 
Texas, and other States ? 

Mr. Coogan. It is true in a great many States, but it is particu- 
larly true in California because of the great many military activities 
now being located there. 

Mr. Tarr. These are title 8 you are now talking about ? 

Mr. Coogan. Title 8. 

The CrHatmrman. Next we have Mr. Carpenter representing the 
Metropolitan Life Insurance Co. Mr. Carpenter, will you go ahead, 
please. 

Mr. Carrenter. Much of what I had to say has already been said 
by others. 

I would like to summarize the position of my company in‘con- 
nection with the veterans housing program. At the end of 1951, the 
Metropolit: e held mortgages on residential properties with principal 
balance of $1.5 billion, representing approximately 159,000 dwelling 
buildings. ees thousand of these items, ap proximately, or 56 
per cent of all the loans that we had on residential properties, were 
made to veterans of World War IT. 

In terms of dollars, this represented about 48 percent of all the 
money lent on residential properties. 

These loans averaged a little less than $8,100 apiece. If we were 
to take our commitments outstanding at the end of the year, this 
total would be swelled to $835,000,000 of loans made to veterans, on 
more than 100,000 properties. 

During 1951, $356,000,000 of loans were made to veterans, repre- 
senting about 68 percent of all the residential loans made that year. 

Now, the great preponderance of the loans made in 1951 to veterans 
were in process prior to the change in the money market. I think 
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great significance should be attached to that fact in interpreting the 
statistics which may have been given heretofore with respect to cur- 
rent acceptance of the current rates available on mortgages. 

In other words, this recent activity, as shown by the statistics, 
in the case of my company at least, does not necessarily reflect ac- 
ceptance of the current conditions as to rates with respect to other 
rates, 

This activity in veterans’ finacing reflects the policy of the company 
toward supporting the veterans’ program since its inception. It 
should be noted, as our figures disclose, that we have supported the 
program aggressively, in spite of the fact that at times the rates, 
competitively, on other types of investment, have been more attractive. 

The company felt justified in supporting the program in spite of 
this fact as long as the difference in investment yield was not too great. 
In the last 9 months there has been an increase in interest rates in 
industrial fields, except with respect to FHA and VA loans, and as 
a consequence of that fact, the question arises as to the propriety of 
continuing to increase our investments in this field, having in mind 
that our primary responsibility is to our policyholders. 

The necessary conclusion that we reach is that we believe that steps 
should be taken to increase the rate on VA and FHA loans to attract 
the continuous flow of investment funds to this field. 

As to defense housing, there is not much that can be added to what 
has been said. We support heartily the proposals that have been 
made to improve the security features, and the debenture yield—as to 
security features, you mean foreclosure costs. 

The Crarrman. You would not suggest 2ny other means that have 
not already been suggested in connection with that, would you? 

Mr. Carpenter. I would not have anything more to suggest as to 
the security feature. 

The Cuarrman. Is that just as important as interest? 

Mr. Carpenter. They would each be of great importance in my 
opinion. 

Senator Sparkman. Mr. Carpenter, let me ask you this: Of course, 
the Metropolitan operates pretty well all over the country, but are 
your loans handled only through your New York office, or do you have 
regional area offices that handle them also? 

Mr. Carvenrer. I think the proper answer to your question is that 
they are handled by the New York office. We have offices out in the 
field, but they are more of a reportorial nature. 

Senator Sparkman. The testimony brought out yesterday and the 
day before was to the effect that when you had to handle the’ servicing 
of loans through some associate office in the field, it cost you about 
50 points to service, and you have to do that same thing; i is that right ? 

Mr. Carpenter. Yes. 

Senator Ropertrson. What is the current market situation with re- 
spect to industrial expansion ? 

Mr. Carpenter. Senator Robertson, my capacity is that of mort- 
gage officer, and I am not really qualified to answer that question 
fully. 

However, I believe there is a wide margin of difference now between 
the current rates available on other forms of investment and the yield 
returnable on mortgage investment. 
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Senator Roserrson. And is there a big demand upon insurance 
companies to buy these gilt-edge bonds of private cor porations yield- 
ing more than housing? 

Mr. Carpenter. I understand there is a big demand, and many of 
the demands have to do with expansion of ‘facilities in connection 
with defense operations. 

Senator Rosertson. I had that in mind particularly, because it is 
difficult for a corporation to get priorities except in the defense pro- 
gram, and that would be a competing demand. 

Mr. Carpenter. Definitely so; yes. 

Senator Rozertson. And you do not know to what extent it in- 
creases the ability of the insurance companies to absorb these housing 
bonds or debentures? 

Mr. Carpenter. The question resolves itself down, for a trustee 
to get the best return he can get to the benefit of the policyholders, 
and with the rate on the other types of investments available, I would 
say that it does affect the availability of money. 

The CuatrMan. We will now hear from Mr. Morgan, of the Bos- 
ton 5 Cents Savings Bank. Mr. Morgan, will you go ahead. 

Mr. Morean. I think everything has been said that could be said 
here, practically, but it is always. valuable to get a little different 
slant on things. 

The Cuairman. When we get this printed record, there will be 
96 Senators who will have the opportunity of studying it. 

Mr. Morean. I think it is unfortunate that in this room are largely 

gathered the mortgage people of the country, and not the other half 
of our institutions, the other half that invests the rest of the money. 

Now, the savings banks in general put their money into just two 
things, mortgages and Government bonds, and I am just going to 
pose “the question I heard this morning as to whether the sole interest 
of the Government, and of the Congress, is the mortgage end of the 
business, or is it also interested in the general security end of the 
business which has to do with the Government securities ete es. 
If there is going to be much pressure for more than 800,000 units, 
matter what angle it comes from, I hope that there may be some 
stiffening of the back against trying to do what the country can- 
not do. The pie is only so big, and can be cut in only so many 
pieces. 

I think it is perfectly clear that the Treasury and the Federal 
Reserve have got their problems, and perfectly clear also that neither 
the mortgage ‘bankers who are represented here today, nor the final 
investors, such as the insurance companies, are asking for a disturb- 
ance of the balance as between demands for mortgage money, and the 
demands for other types of money. 

Now, the savings deposits are increasing. They are increasing, 
and yet I think there i is going to be less money for mortgages in 1952 
than there was in 1951. Perfec tly frankly, the reason is that although 
our deposits have been going up, and will go up substantially as we 
see it in the last 2 or 3 “months, and it looks as though other thrift 
institutions will also have substantial increases in deposits—Mr. 
Divers spoke about $214 billion of the savings and loan associations— 
I am sure if you would talk to the insurance- company people they 
would tell you they expect a net increase. Governor Martin the other 
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morning estimated there would be available for mortgage investment 
about 414 billion, and that would be about all that could be available 
under the planned program. 

Now, last year the savings banks increased their mortgage holdings 
by $1, 700,000,000, and only half of that money was available through 
increasing deposits, and therefore we had to sell our Government 
securities in order to buy the other half of the mortgages that we 
bought. 

Now, I think there is going to be less sale of governments at a 
discount than there was when they were at par, or above, and there 
are other investment media also that are attractive in this year 1952 
that were not attractive in the vear 1951 and in 1950. 

You have seen fit in your wisdom to put a tax on the mutual savings 
banks of the country, and the net result is that tax-exempt securities 
are again of interest to us, when they were not through last fall. In 
addition to that, the savings banks feel there are corporate issues now 
that are desirable, bank stocks and other media, and unfortunately 
these all compete with the mortgages for investment. So I say if 
you had the people on the other side ‘of the investing shelf in any shop 
here, they might be able to tell you a stronger story than the mortgage 
people will tell you about where some of the money is. going to go 
next year. 

Surely there is more need for housing right now than there was in 

1946. We had a tremendous defic it of housing in 1946, following 10 
years of depression, and 5 years of war, with little or no construction, 
and now we have had 5 years of production and the last 2 have been 
the greatest the country has ever seen. Obviously there : less demand 
for housing today than there was in the years immediately coming 
out of the war, and there were soft spots in the sale of housing las t 
summer the country over. 

But despite this, it seems to me there are ample funds for the volume 
of housing that is planned, if the controls are going to remain as at 
present. If they are kept on, it would seem as though maybe we 
would produce, nationally, 800,000 units, and that they could be 
financed. Now, there will be spots in this that will not be finzneced, 
just as Mr. Richards has said. 

Let us keep in mind two things in connection with the mortgage 
market. There are two separate divisions of the mortgage market. 
One is the local market, where loans are made on a retail basis—Tom 
Jones comes in and wants to buy a house, wants to borrow $8,000. Tn 
general, where there are local thrift institutions, the individual is 
taken care of on this retail basis. The best example of that is in New 
England, where by and large there are ample thrift institutions, and 
the net result is that FNMA has no properties for sale in New Eng- 
land today. The lenders have not had to deliver loans to FNMA in 
our territory. 

First there is that local market, and, second, there is a national 
market. Inthe national market, loans are made largely on a wholesale 
basis. They are made by lenders finally through correspondents, as 
the Metropolitan has indicated, and they are made where local money 
is inadequate. Those regions are largely the regions of maximum 
growth, they are the regions of the South, the Southwest, and the 
far West. In this market move much of the GI and the FHA paper, 
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and all the defense and military housing paper moves in this m: irket .. 
None of that is a local situation, by and. large, and all the paper that 
moves in the national market must be competitive as to rate, There 
is no feeling of local obligation to lend in the national mar ket. There 
are higher costs in the national market to acquire the servi Senator 
Sparkman has gone into that with a number of these oni: Phe 
buyer knows less, or at least feels he knows less, about a property 
1,000 to 3,000 miles away, so the national market has, by and larg 
mortgages in the national m: irket have got to move ol a competitive- 
rate basis. 

Now, all this leads wp to the need for more flexibility in rates, and 
I think it has been unfortunate in our discussions here that we hive 
mixed FILA defense housing up as closely as we have with the needs 
for the VA, because they are quite separate, and probably ought to be 
talked of and thought of separately. I think, in all hun lity, the 
FHA will change the rate when it becomes convinced of the need, and, 
on the other hand, the need in connection with the VA is present right 
now without much dispute. 

There is no reason why rates should not vary at any given time. 
It is a misconception th: at the guaranty or insurance makes them all 
alike. There is the general misconception that the guaranty or in- 
surance makes all of the loans guaranteed or insured of equal value. 
‘Phat is not true. 

Now, the etfective rate. Why should we think that the rates should 
not vary when they actually do? They vary as to yield, perhaps not 
as to rate, but as I sit up m the northeast corner of the country, in 
Boston, and I look clear across to California, this is the picture I see 
the VA picture—this does not apply to FHA. I see paper being 
offered to us from California at 95. When I get over there I see it at 
96. In Texas, I see it at 97 and 9714. In North Carolina, * but in 
my own bailiwick of Boston, the rate for VA paper is par, and there 
is VA paper made at a discount. There is a variation in rr aie. of from 
95 to par on 4 percent GI paper. 

Now, since demand and supply are involved, wherever they are in- 
volved, discount steps in where rate variation is absent. In other 
words, when the rate does not vary, discount makes up the differenee. 
Sometimes discount is slow, sometimes it is cumberome, but it always 
develops. 

Now, as to what the effective situation might be in these section 
903’s, if the rate were raised from 414 to 444, what would be the effec- 
tive change in the rate? A quarter of 1 percent on an $8,000 job would 
have to be reflected in the rent or in the carrying charges to the in- 
dividual who would buy the property. In this era of full employ- 
ment, when an individual sees fit to move from 100 to 1,000 miles away 
to take a job, he does that primarily because of the wage to be paid 
where he is going to take the job, because of the hope or the expecta- 
tion of overtime, and what will he have to pay for charges on this 
increase of one-quarter of 1 percent on an $8,000 loan is $1.65 a month. 
It would seem as though if the rate will do anything, if the increase 
in rate will do any good, and you want to get the housing financed and 
built, it might be very helpful to have him pay $1.65 a month, under 
these conditions. 

Frankly, I am not so sure that a small change in the interest rate 
will actually bring out the private money for the defense housing. 
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I think it is a little late. I think an increase in rate probably will, 
if we work fast enough. Secondly, I think the increase itself might 
not be sufficient, and I think Senator Sparkman put his finger on it 
this morning, the problem is one of security, rather than rate alone. 

Now, under those circumstance es, who is going to buy these loans? 
It seems to me, and others may not agree w ith me on this, you are 
going to have to fatten up FNMA, you are going to have to have to 
put more money into FNMA re asonably pr omptly, and I think that 
is the proper place for loans that are not wanted in the investment 
market, because of lack of security. 

FNMA has the need for more funds, and all we have to do is to 
look at the December 31 figures. In general, I think they need loans 
for defense housing more than anything else, but also it seems to me 
FNMA should continue as a temporary secondary market, and I say 
“temporary.” There are three phases of the secondary market func- 
tioning that I think FNMA ought to take care of. One is the strictly 
defense housing, and the second is to take care of the small-town loan, 
in Georgia and North Dakota, where it is necessar y to season the loan 
for a while to make it a good loan, perhaps, or until the mortgage 
buyer gets educated to the fact that maybe that loan in that small 
town is just as good as in the big city. That process is going on now, 
and I think ultimately will catch up. 

Third, FNMA ought to be set up so it can normally take the normal 
marketable mortgage in a period of distress. It was a shame that last 
March, good mortgages had to go begging as they did when the market 
for Governments broke, and broke wide | open. In other words, there 
is a demand, there is a need for that type of secondary market. 

have no criticism of the administration of FNMA, but I honestly 
think that it needs a realistic policy as to purchase price. They ought 
not to be paying par today for section 501’s, when that is not the 
market, when the market is anywhere from 95 to 100. They should 
not be paying, in effect, I should say, a profit to the builder. They 
should carry no guaranty of profit because the loan is eligible for dis- 
count under FNMA. FNMA ought to be purchasing at a half to a 
point below the market, rather than above the market. 

There is need for a realistic policy so far as the sales price is con- 
cerned. Nota half to a point above the market, as in 1950. I think 
practically every sale that was made by FNMA in 1950 was above the 
market. Somebody had to absorb a part of the excess price. 

Now, at present it seems to me that the pricing of loans going into 
FNMA and the loans going out should be more realistic. They might 
even be priced to effect a loss to FNMA. FNMA has no nec essity for 
a sales force, and the cost of acquisition to a buyer from FNMA is 
slightly above what it is in the ordinary channels. There is no par- 
ticular need for FNMA to be a money-maker for the Government. It 
ought to fulfill the function of a secondary market. 

The policy, it seems to me, ought to be for the loans that are hard 
to get in and easy to get out. In other words, it ought to be difficult 
to place the loans with FNMA, and very easy to get them out. Per- 
haps one of the steps toward this would be to set the agency up as an 
in¢ espiandiiit agency. Clearly they need more money at pr esent. 

The Cuarrman. Thank you very much. I am glad you brought at- 
tention to a different matter. If I recall, when you started your 
statement you said that perhaps someone here might want to com- 
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ment on where the money may go rather than to housing. You 
started your statement by suggesting if anyone wanted to comment 
where money might go other “than to mortgages it would be a good 
thing because as you see it there are going to be more savings, “and 
more money available. I am wondering if anybody would want to 
comment on the thought of other than the mortgage question which 
we have had for the past 2 days? Of course, these r meetings were called 
for mortgage discussion, but if anybody wishes to comment on that, I 
would be § glad to hear from them. 

Mr. Camp. Senator Maybank, I think you may have been out of 
the room yesterday when I began my remarks and I briefly discussed 
this phase of the problem: That recently insurance companies have 
made loans to some of the Nation’s largest and strongest corporations 
at 384 percent, and that is defense need. The insurance company 
going into that field is performing a very definite service, and as Mr. 
Carpenter pointed out a moment ago, as trustees for their policy- 
holders, the insurance companies must look at these very fields of 
investment. 

One very definite field now, competing with mortgage funds, is the 
field of private corporate financing. Mr. Richards a moment ago 
mentioned the fact that the index of yields on A bonds, I believe it 
was, was a certain figure—I believe 3.16. Of course, that varies. At 
the end of 1951, just a very short time ago, that figure was some 3.35 
or 3.30—I have forgotten exactly—but it does vary up and down, and 
we must also keep in mind that that index is based upon bond issues 
already outstanding, placed in the lock boxes of the investors, but 
when the corporations bring out a new issue, they must bring out that 
issue at a higher rate than ‘the rates prevailing on the issues that are 
already sold. They must bring them out at a rate that will pull 
investment money toward them. 

I think one of the biggest fields right now competing for these 
funds are the borrowing demands of the private corporations of the 
Nation, and also competing with Government guaranteed loans, as 
Mr. Tapp pointed out, are the conventional loans. He made the very 
clear statement that if he could sweeten a Government-guaranteed loan 
with a conventional loan bearing a higher rate of interest, he would 
have a chance, maybe, to sell that loan. 

Mr. Brockpank. Mr. Chairman, I wonder if I could ask Mr. Morgan 
if he would explain how a builder makes a profit out of the sale of a 
VA loan to the FNMA? 

The CHatrman. Mr. Morgan? 

Mr. Morcan. I would be delighted to. I do not believe there is a 
builder in the room who denies, if he builds a house and effects a 
sale of it, that he has made a profit if the loan is placed, and if the 
loan is not placed, and he does not effect the sale, he has no profit. 

Senator SPARKMAN. You stated that FNMA ought to buy on a com- 
petitive basis at the market rate, rather than at par. How is that to be 
done if there is a prior commitment to buy ? 

Mr. Morgan. I am assuming, Senator, that these are not on prior 
commitments, on the GI loans. 

Senator SrarKMAN. But I understood you started off by recom- 
mending that we reinstate the prior commitment. 

Mr. Morgan. I firmly believe the prior commitment for military 
housing is absolutely essential in order to get them built. 
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Senator SparkMan. You would not make the prior commitments 
generally, then. 

Mr. Morean. I think the prior commitments should only be avail- 
able for military housing—military and defense housing. It should 
be limited to that. 'The price at ‘which they buy, of course, is de- 
termined in the contract. 

Senator Sparkman. Of course, one of the big problems that we 
are always concerned with is this operation of F NMA. You cert: ainly 
endorse in your statement the use of FNMA as a reserve or secondary 
market, but I gather also that you recommend that it be pretty freely 
used when necessary, but you would restrict that to defense housing, 
would you ¢ 

Mr. Morcan. No, I think the FNMA should have three primary 
functions. One is the military and defense housing, and right now 
it is very appropriate that it shoul | have available money to do the 
job. Secondly, I think there are a good many small loans all over 
the country that are not going to be made under the direct GI loan 
program. T hat is the second type. 

Senator SparKMAN. What is your feeling on the direct loans for 
GI? 

Mr. Morean. I think it has been unusually well administered. The 
2 years of record have been tops, and personally I feel they ought 
to have money to do just what I think is proposed in the present bill: 
a rotating fund of about $25 million a month for 15 months. 

Senator SparkMAN. Twenty-five million a quarter, you mean? 

Mr. Morcan. Yes: for the next 15 months. 

Senator SparkMAN. Do you see any great difference between 
FNMA, not just as a reserve secondary market for high times, but 
probably the second use you recommended before, and direct Gov- 
ernment loans’ It seems to me that that is one thing that has never 
drawn sufficient distinction among the people. I am rather amazed 
at the ease with which so many people will recommend free use of 
FNMA even though any money we give to FNMA comes right out 
of the Treasury and increases the oper: ating deficit and increases 
the national de ht. I believe the oper: iting amouw ‘ now is $284 bil- 
lion. Now, that much is carried in the national debt in order "G3 SUus- 
tain FNMA, and yet if we ever get into anything like a difficult 
position, we get demands all over the country to put more mone y into 
FNMA, and I just wonder sometimes if they realize what they : ire 
asking us to do. On one hand they write and tell us to cut ct 
Government expenditures, and on the other hand ask us to put more 
money in, which increases the deficit and increases the national 
debt. 

Mr. Morcan. Your query is direct lending versus FNMA? 

prmeyes SPARKMAN. I want to say this: I am not in favor of direct 
lending, but I have also been amazed at the attack that has been made 
upon us for the extremely limited direct lending that we have provided 
for handling GI loans in distress or remote areas. Of course. you say 
you think it has been a good program. I do, too, and yet a great many 
people who advocate putting vast sums of mone yinF NMA in order to 
move housing object to $150 million being used in the GI loan program. 

Mr. Morean. I endorse the direct lending, because it has been han- 
dled in the way I think lending ought to be. 





MORTGAGE FINANCING 77 


Senator SPARKMAN. You would not endorse it on any big scale. 
Neither would I, nor do I think any member of this committee would, 
and yet when they come along and advoc mie suppose we increase 
FNMA by another billion dollars, that is $334 billion that will be 
carried in the national debt in order to sustain t NMA. Is there any 
real difference between that and direct lending ? 

Mr. Morgan. Yes, I think there is. I think the important difference 
is that if it goes to FNMA, the loans will ultimately in various times 
and various years come out. 

Senator SpaRKMAN. Of course, we provide that in our GI program. 

Mr. Morcan. That is correct. 

Senator SparRKMAN. We made that a revolving fund last year. 

Mr. Moran. But a secondary mortgage institution will be much 
more apt to divest itself of its holdings, particularly under your direc- 
tion, than will a direct lending program, and I am not criticizing Mr. 
King’s administration. 

Senator SpARKMAN. I am not advocating a direct lending program, 
and I am not asking you to. What did you think of Mr. Pratt’s idea 
yesterday about a central mortgage comp: any—I believe that was Mr. 
Pratt. 

Mr. Morgan. I do not know exactly what he means or how it would 
be setup. I think a good deal of whether we were in favor or against it 
would be dependent on the mechanics. I am in favor of a secondary 
market. 

Senator SparRKMAN. You were here 2 years ago when we discussed 
that thing 

Mr. MorGan. I was. 

Senator SparKMAN. I hope you will keep those thoughts in your 
mind. I believe that is the eventual solution to the problem. 

Mr. Morgan. Mr. Pratt raised the question about the mortgage 
company, I did not. 

Senator Frear. You agree, of course, that stockholders of such an 
institution should include savings banks? 

Mr. Morean. It should include all the mortgage lenders all over 
the country. 

Senator Frear. Do I gather from you that you did favor the new 
tax on mutual savings banks? 

Mr. Morcan, Not by a long shot, Senator. * 

Senator Frear. I also gathered that you wanted to take part of the 
taxpayers’ money to increase FNMA. Now, where are they going to 
get that money if somebody does not pay the taxes ? 

Mr. Brocxnank. Mr. Chairman, I believe there might be some mis- 
taken impression on what Mr. Morgan said about the builder. When 
a loan is sold to FNMA we feel that these loans should ultimately 
be sold to private enterprise. When a builder sells a loan to his 
private bank he expects a normal profit out of the sale of his house. 
If the bank sells the loan to FNMA, the bank expects a normal profit 
out of the loan. 

We are not anticipating that there will be an abnormal profit, and 
we are not anticipating the need for increase of funds on the part of 
FNMA if these loans are taken by private enterprise in the normal 
course of the private mortgage market. But at present they are 
not in many areas. 

Mr. Fouey. May I make a suggestion there / 
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I am quite sure Mr. Brockbank was not referring to a profit to be 
taken by the builder out of the sale of the mortgage, but rather that 
the sale of the mortgage would make it possible for him to realize 
the profit on his house. 

Mr. Brocxsank. That is right. 

Senator Rozerrson. Mr. Chairman, I would like to know if there 
is anyone in the audience who can give us any information on whether 
or not the 75-percent credit for borrowed money in computing the 
investment base for excess profits tax credits has caused any notice- 
able shift in the borrowing of money for an inventor y expansion 
over the previous ratio of the investment to net e: rnings ¢ 

The Cuarrman. Can anyone answer that question ¢ 

Mr. Crarke. Mr. Chairman, I would like to make one comment in 
connection with that. I noticed in this morning’s Wall Street Journal 
a statement made by, I think it was, Pittsburgh Plate Glass, in which 
their earnings, per share, were down a very substantial amount in 
1951 from where they were in 1950, caused completely by taxes, and 
that as a result of that for their expansion they were going into 
borrowing. 

Now, it just struck me as significant—as a matter of fact, I had 
notions this morning of tearing ‘it out—because there is, I think, going 
to be a continuously increasing demand for investment money. 

Now, then, the other factor of course attached to it is that if they 
borrow money they will increase their base, and therefore get them- 
selves a little bit further out of excess-profits taxes. I think we will 
see a continuous demand from industrial corporations because of 
that tax that will again make the mortgage market that much more 
difficult. 

Now, while I am on my feet, I would like, if I may, to make an 
answer or two to some of the comments that Mr. Richards made. 

Mr. Richards stated an FHA mortgage would produce a yield of 
3.49, and that from his point of view “that is a 414 section 903, and 
that apparently was an effective rate when compared with the rates 
of 3.16 on a bond. 

I would like to call attention to the group that it is not-—an FHA 
mortgage is not in competition on a competitive basis with an A bond. 
[It is pretty much in competition with a BAA bond, in which on pri- 
vate placements today—and I think you can use the outstanding illus- 
7 ition of it in the paper not so long ago when Union Carbide & Car- 

bon borrowed $300 million, of which, as I recollect the newspaper 
account $150 million was taken by the Prudential, and the rest by 
the Metropolitan Life, in which the interest rate was 334 percent. 

Now, I call it an effective rate when it brings the money out, and 
the evidence that we have here today is that the rate is not effective. 
This 3.49 will not compete with 3.75, and if you listen to Mr. Brock- 
bank and the others, in California and elsewhere, there is no money 
for title 9. I call it an effective rate that produces the money. 

Senator SparKMAN. Mr. Kreutz, you speak for the National Sav- 
ings and Loan League; will you proceed ? 

Mr. Kreutz. Mr. Chairman, I am glad to speak for one segment of 
the savings and loan field, as a representative of the National Savings 
and Loan League. I am sorry our committee chairman, Mr. 0’ Mal- 
ley, could not be here for the 3 days. 
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Last year savings and loans made 32 percent of all the home loans 
of $20,000 or under; 40 percent of those loans were for new construc- 
tion. Now, that is a normal participation for our institutions. In- 
surance companies made under 10 percent, commercial banks 20 per- 
cent, mutual-savings banks 6 percent. I quote those figures for the 
obvious reason that I would like to emphasize the import: ince of the 

savings-and-loan field to this problem. 

This year savings-and-loan associations will have available for 
new lending something i in excess of $5 billion, and it is estimated that 
something more than two billions will be available for new con- 


struction. 


Less than 28 percent of all the loans held by these institutions in- 
volve the Government credit in any way—that is to.say, 21 percent 
are GI loans with VA guaranties, and 6 percent are FHA loans. The 
participation of these institutions in the GI lending program, I think, 
has been in large part a patriotic effort. Cumulatively they have m: ide 
39.4 percent of all the VA loans. 

The current participation, however, is only 21 percent. We are 
very much concerned about that trend, and about their inability to 
maintain the rate of participation which they previously had. 

I will give you an example. One of our member institutions last 
year made 2,478 loans for $27 million. Originally, this institution 
made GI loans to the extent of 37 percent of its total volume, but last 
year its GI loans were very, very negligible, hardly worth mention- 
ing. Now, why? The reason is the ‘pinch between the dividend 

‘ate which the public is demanding, and the interest rate which they 
can get on these loans, and when the tax was voted for effect this year 
the immediate effect was to start an upward trend in dividend rates, 
which has increased this pinch very sharply. 

In 1950, we estimate that the weighted-average dividend rate paid 
by these associations was about 2.6 percent; in 1951, we would esti- 
mate it is to be perhaps 2.8 percent, and the trend is upward. 

Now, as to the solutions to the problems of funds for defense hous- 
ing, and for GI loans, of course there have been many which have 
been talked about here, and there is little that I can add. Obviously 
if you tighten restrictions sufficiently on ordinary financing, you will 
force more funds into the defense-housing areas. But there is a dan- 
ger point which, if reached, would cause some trouble elsewhere. 

I would not presume to talk about the effect on these large lenders, 
insurance companies and others, of an interest-rate increase. I can 
say very positively that the rate of interest on GI loans has a very 
material bearing on the volume of such loans made by our institutions, 
and similarly the rate of return on defense-housing loans insured 
by the FHA has a very important bearing on their participation. 

The interest-rate question is a very, very difficult one, but there is 
no doubt in my mind that our institutions could take up the slack 
on GI loans, and remove the necessity for any further contributions 
out of the Treasury for FNMA if the rate on those loans were raised. 

Our institutions would get into that field again a big way. 

Now, there are some minor things that might be done, and yet 
they could be very important to the whole picture. ‘We have the 
Federal Home Loan Bank System already established, doing a great 
job in this particular field—Mr. Divers Wednesday mentioned some 
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of the things that the bank system is doing, and the plan to serve 
as an intermediar y in encouraging the flow of funds from those areas 
such as in the Northeast where there is an excess of funds. 

I know some of our institutions are now in the market to buy GI 
loans in other parts of the country. Most of those are located up 
in the Northeast, and the Home Loan Bank System can and will do 
an effective job in encouraging the flow of those funds. 

Another thing, the banks can do—and whether or not it would 
require legislation I do not know; that seems to have been a debated 
point from time to time. The banks can provide a limited warehous- 
ing facility under which they would, themselves, acquire from their 
members these GI loans and hold them for resale to other members, 
and that would not entail the use of any Government credit. At the 
present time Fetleral associations are permitted to buy GI loans no 
matter where situated. There is a proposal to extend the same kind 
of authority to Federal associations to buy FHA loans, without 
regard to the area restriction which now is 50 miles, and without 
regard to the 15 percent of assets restriction. That would, I think, 
help in a small way to bring some of these funds from the areas 
where they are in excess supply to the areas where they are in 
definitely short sup ply. 

A further suggestion has been made that if the limit on the indi- 
vidual loans which can be made by these associations is raised above 
the present $20,000, that would help. That limit was placed on them 
at a time when the purchasing power of the dollar was greater than 
it is now, and it would seem logical to increase that limit subst: intially 
above the $20,000. 

The Cuarrman. I would just like to say unfortunately I have 
another engagement that I made at 12 on another matter, which is 
very important, particularly to my community, and I would not want 
to leave here without expressing my deep ap preciation to you who 
have come here and given your time and efforts, and also you 
thoughts. . 

While this was not a legislative hearing, we have no legislation 
before us at the moment, this round-t: able discussion will form the 
basis for what legislation we will have to get into probably some time 
later on this year, because certainly something will have to be done 
about housing in critical areas and defense areas, and certainly some- 
thing more should be done about FNMA, y 

The hearings will be printed of course, and you gentlemen will 
be furnished copies, Members of the Congress will be furnished 
Cope, and I can speak for the committee when I say that every one 
of us is very grateful to you and your companies, insurance compa 
nies, banks, and others for your presence. 

I also want to thank the Federal officials for their attendance. 
their presence here. 

I am going to have to ask because of this other matter that I be ex- 
cused. The chairman of the Subcommittee on Housing, Senator 
Sparkman, will carry on until you complete the discussion. 

[ again want to thank each and e very one of you. 

Senator Sparkman. Mr. Kreutz, when you gave those figures and 


percentages, I did not quite get whether that applied only to your 
me ymbe rs, or to buik ling : and loans genel rally ? ; 
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Mr. Kreutz. No; that applies to savings and loans generally, and 
the source of that information is the reports and statistics of the Home 
Loan Bank. 

Senator SparkMan. Yes; I thought it was across-the-board, but I 
wanted to be certain. 

Mr. Camp. May I ask a question on that! 

Those figures for the insurance companies, I assume the source of 
your information includes only those recorded in the name of the 
insurance company as the recording date of it determines? 

Mr. Kreutz. Yes; there are other miscellaneous sources which 
might include insurance corporations. 

Mr. Camp. The vast majority of insurance-company mortgages 
are acquired through these correspondents over the Nation, where 
the loan is made in the name of the correspondent, which you refer 
to as a miscellaneous source, and then transferred to the insurance 
company. Your percentage might be a little misleading as to the 
total participation by the insurance companies. I just wanted 
ee ain that. 

Ir. Krev tz. That is a good point. In making up the rest of the 
volume, individuals made 15 percent of the total loans, and others 
made 15.7 percent; included in the others, undoubtedly, are loans 
that found their way into insurance companies’ portfolios. 

Mr. Camp. Would you not say the vast majority of those others, 
because you have already eliminated individuals, and the insurance 
companies have consistently been the major secondary buyer of the 
(sovernment agencies. 

Senator Sparkman. Mr. Bliss, you represent the United States 
Savings and Loan League, and we would be glad to hear from you. 

Mr. Buiss. The 3,800 savings and loan associations which are mem- 
bers of the United States Savings and Loan League are vitally in- 
terested in the mortgage situation and the Senate Banking Com- 
mittee’s round-table discussion. There are two interesting character- 
istics of mortgage financing that I wish to call to your attention. The 
first is that the principal source of long-term home-mortgage funds 
are the institutions that handle the savings of the people. It is sound 
economics that demands funds should be invested in short-term secu- 
rities, and that long-term savings should be the basis for long-term 
credits. 

Secondly, I wish to call to your attention the fact that financing 
the construction of new-homes accounts for but one-third of the 
«annual mortgage volume in any year. This is a little recognized fact, 
and I mention it because of the tendency to concentrate any discussion 
of home financing upon the funds that will be required for mortgages 
on new homes. In each of the 6 years since the end of World War I, 
the number of mortgages recorded on one- to four-family homes has 
ranged from 214 to 3 million. Of these, the savings and loan associa- 
tions of the country have provided the funds for one-third, more than 
any other single source. In 1950, for example, they financed 935,000 
home mortgages for a total of $5,200,000,000. 

There is no short: age of home-mortgage money, as such. The Chair- 
man of the Federal Reserve Board estimated the hoshe mortgage de- 
mand for 1952 at $1314 billion, of which, he said, $414 billion would be 


required to finance new construction, and $884 hilffons would be re- 
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quired to finance the sale, remodeling and refinancing of existing 
structures. This is somewhat less than the total amount so loaned in 
1950 and 1951. 

For 1952, we estimate that the savings and loan associations will 
have at least $514 billions available for home-mortgage lending. All 
other type of lenders, who in each of the past 2 years have advanced 
$11 billion in funds will certainly be able to provide the remaining 
$8 billion. The adequacy of over-all funds can be demonstrated in 
another way. In each of the past 4 years, the net addition to the 
funds in the hands of the savings and thrift institutions has been 
about $6 billion. On the basis of the current trend, the 1952 accumu- 
lation will be at least as great, apportioned as follows: 


LASS ImSura oe COMBO NN a i ta et er $4, 000, 000, 000 
rN TURUNEN 2, 000, 000, 000 
I< TR ea 1, 000, 000, 000 

eS a en cee eee eS eee 7, 000, 000, 000 


In addition, mortgage-loan repayments for the year have been esti- 
mated at approximately $9 billion. Thus between new savings and 
loan repayments, a total of $16 billion will be available. 

The only question presented is whether these funds will be evenly 
distributed. From the testimony at this hearing, it is apparent that 
there are two fields in which a shortage of mortgage funds may be 

said to exist. One is in the defense areas, and the other is in the field 

of GI loans. The defense-housing program is only a few months old, 
and builders have already filed ‘applic ations for participation in a 
ratio three times the number of units programed by the Housing and 
Home Finance Agency. We know that savings and loan associ iations 
in defense areas are making every effort to supply the financing needs, 
and the Chairman of the Home Loan B: ink Board has described cer- 
tain additional steps which that Board is undertaking to facilitate 
their participation. 

It appears to us to be obvious that the logical first step in any area 
where more housing is required by the national emergency is to com- 

pletely rescind the : applic: ation of all credit restrictions, such as regu- 
lation X and related provisions. 

In some instances, critical defense areas have not been so long- 

established as to permit the development of a volume of local savings 
funds adequate for local mortgage needs. With ample private funds 
in the Nation, the solution to this problem in our opinion is merely 
to remove the restrictions against the flow of funds into such commu- 
nities from other parts of the country with the possible addition of 
other inducements by way of more liberal returns in those instances 
where such an added inducement would help 

With respect to GI loans, the savings and loan associations are con- 
scious of a definite responsibility to continue to make such low-cost 
financing available for so long as it is physically possible to do so, 
even though the yield be less than obtained on other investment. 

Savings and loan associations have made about 35 percent of the 
GI loans that may have been made. Since the enactment of the Vet- 
erans’ Readjustment Act, they have placed $414 billion in GT loans. 
The record shows that 15 percent of our current lending volume is 
being placed in GI loans. With the rise in the price of money in all 
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markets, the public is demanding a higher rate of return upon its 
savings, and it is becoming increasingly difficult for us to allocate to 
GI lending as large a volume of funds as the market could absorb. 

If at any time it is deemed that. the volume of GI lending is insuffi- 
cient, it would appear that a modest increase in the rate, sufficient to 
attract an adequate flow of funds, would be more advantageous to 
eligible veterans than alternate methods. We are opposed to in- 
creased use of FNMA, which is costly and inflationary, or direct 
Government lending, which is inflationary, and an undesirable ex- 
tension of Government into the business field. 

Nevertheless, the savings and loan associations are doing and will 
continue to do all they can to meet the responsibility placed on them 
by the Congress in the field of GI home-purchased loans. 

Mr. Brockpank. Section 903 is one to four units. Now have some 
of your members made some title 9 loans? 

Mr. Buss. I do not have the information here. I assume in the 
defense areas they have participated to the extent of their ability. 
I do not have definite figures on title 9 but associations are financing 
homes in great numbers. 

Mr, Coogan. May I ask a question? 

Senator SparkMAN. Mr. Coogan. 

Mr. Coogan. You say you are against an increase in authorization 
to FNMA, and you are against direct Government building, and yet 
we have the problem of housing thousands of men, family housing. 

How are we going to finance it if your institutions are not taking 
them. We cannot do it with FNMA, or with direct public funds. 

Mr. Butss. I said we are opposed to an increase in FNMA’s author- 
ization. We believe that the present allowance FNMA has should be 
restricted to title 8 and title 9 operations in defense areas, and FNMA 
should be withdrawn from all other mortgage purchases. 

Mr. Coogan. But what if that sum proves inadequate ? 

Mr. Buiss. We are ready to recognize the needs for military and 
defense housing, and if rate increases are not provided, and rate in- 
creases do not provide sufficient to meet emergency needs, we do not 
object to the use of FNMA for emergency purposes. Our opposition 
to FNMA is that we are opposed, and are on record as being opposed 
to the continued existence of FNMA as an indirect method of Govy- 
ernment lending, in the mortgage field where we think there are 
adequate means available to meet the needs through private credit. 

Senator SrarkMan. You would be in favor of doing away with it 
completely, not maintaining it as a reserve secondary market, 

Mr. Buss. We would advocate its liquidation and extinction. 

Senator SparkmMAN. What would be your idea of the suggestion 
made by Mr. Pratt of the establishment of some kind of a central 
mortgage company, to which the private people would subscribe, and 
yet it would have some kind of Government guaranty? I think he 
compared it somewhat to the Federal Reserve Board. 

Mr. Butss. We would not endorse that proposal for the reason that 
we believe the record shows that there are ample mortgage funds 
available, and that the flow of funds from one area to another will 
be facilitated by permitting the normal law of supply and demand 
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to establish the price of money. We do not believe that it is necessary 
for the Government to support a secondary market for normal mort- 
gage purposes. 

Senator Sparkman. Mr. Bliss, I believe practically everybody, all 
of these representatives of banks and insurance companies, lending 
agencies have suggested that there were certain areas that are out of 
normal mortgage market channels. I remember one used the expres- 
sion that the mortgage pattern had not yet been established. Now, 
how are you going to reach those areas at all? I might say I think that 
experience has pretty well proved that to be true in every type of 
housing program that we have gone into. We are experiencing it 
now with title 9 housing, for instance. There was a time when we 
experienced it in title 2 housing, At the beginning of FHA, I remem- 
ber some of the difficulty we had getting that started. 

I believe you could just go across the board and name ever y type of 
housing that we have had. If there hadn't been some kind of pump 
priming, I rather doubt that we ever would have got it started. 

Mr. Briss. Senator, in the first place, we aim to be consistent. We 
advocate decreased cost of government, and such matters, and we cer- 
tainly do not feel it is consistent to stand here and advocate, as you 
spoke of a few minutes ago, enlarging the Government’s participa- 
tion in mortgage credit. Our first position is that we feel this in- 
dustry should be consistent. So far as the logic is concerned, we 
will accept the needs for military housing in isolated areas where there 
are not local institutions, because of those peculiar circumstances. 
With respect to defense areas, we respectfully submit that the first 
thing that should have been done, and should be done now, is to re- 
move all credit restrictions on the flow of funds into those communi- 
ties. There are still portions of regulation X, and restrictions on loan 
ratios that are in force in those areas, and before Government par- 
tic ipation, there should first be a complete relaxation so that private 
credit is able to work to the utmost in those communities. 

Senator SparkMAN. You would not advocate the removal of regu- 
lation X, generally, but its complete relaxation in the critical defense 
areas. 

Mr. Briss. Yes. It would be inconsistent to be holding a hearing 
trying to determine how to get more money in those areas, when 
other arms of Government have restrictions against the flow of money 
into those areas. 

Mr. Fotry. Mr. Bliss, by that do you mean that you would remove 
all credit restrictions from all types of housing in a critical defense 
area, regardless of whether the housing that was produced thereby 
would serve the in-migrant defense needs? 

Mr. Briss. I would, sir, because the removal of such restrictions 
would provide more funds for housing, and the provision of more 
funds for housing would create more housing. We cannot put these 
people in bins. If the housing is provided, the people fit themselves 
into the housing that is there. 

Mr. Fortry. Our experiences in the past 17 years, and particularly in 
the last war, have led us to agree with you, Mr. Bliss, in that latter 
statement. The fact is, you see, that there is certain specific housing 


definitely needed in certain price ranges, and very largely for rent. 
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In order to take care of the estimate made as to what is going to be the 
needs for the defense effort for in-migrant workers, and in some situa- 
tions in military installations, and just a free flow of credit for what- 
ever type of housing, particularly when we find we have to limit the 
total amount of housing that may be built nationally, would not in 
our experience, or in the judgment of almost anybody that we have 
discussed it with, give us any assurance that the housing that would 
be produced in that way would take care of special needs of the 
in-migrant workers. 

For one thing, it would probably not produce the large percentage 
of housing that necessarily will have to be offered at least for a time 
for rent. 

Mr. Buiss. Well, we must respectfully express our dissent with that 
view. 

Mr. Fotry. I wanted to make the reasons clear to the rest of the 
meeting here. 

Mr. Buss. We believe that the housing is provided, the people 
shuffle themselves around, and we further point out that the paper 
work and the red tape of securing the permits that are necessary under 
an allocation such as you describe, and such as have, is an impediment 
upon housing construction and activities in that field. 

Mr. Fotey. I would not want to carry on a debate on the subject, 
Senator Sparkman, but just to point to one thing. In none of the 
years since World War II, when there was a complete and strict con- 
trol of housing production has there been anywhere to my knowledge 
the production of the type of housing required for these in-migrants 
of the for-sale type since we are like yourself : anxious to e as large 
a percentage of home ownership as possib Ne, of the for-sale type vol- 
untarily offered by the building industry to be held for a r od for 
rent, and that is one of the essentials of the programing ‘that we are 
doing. 

Senator Frear. I wonder if any of _ members of Mr. Bliss’ asso- 


ciation have need for secondary money markets, and if so, do they use 
the facilities of FNMA? 
Mr. Biss. The Savings and loan associations came to ( Oongress 1 


1931 and 1932, and sought legislation to establish the Federal Home 
Loan Bank System, and the facilities of the Federal Home Loan 
Bank System provide the savings and loan associations of the country 
not witha secondary market but a central credit agency anc facilities 
for flowing surplus moneys in one area to other parts of the country 
where there is a need for funds, and that has worked out as p ylanned. 
and very successfully, and the savings and loan associations as a group 
h ave sole l a very small portion of their mortgages to i NM A. They 
are not any large customers of FNMA. 

Senator Frear. But. in effect, does not FNMA act in the same re 
spect to other financing agencies as the Home Loan sank Board does 
to your agency ¢ 

Mr. Buss. We would suggest if there is a further need that the 
place to make the investigation is through which is, and de" elopment 
of the Federal Home Loan Bank System, which is a privately owned 
and oper: ated agenc y run at no expense or cost to the Government. 


Senator Frear. That is true of commercial banks. is it not? 
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Mr. Buiss. It is true of the commercial banks in the short term 
credit field with respect to the Federal Reserve System, and it can be 
for the savings institution with respect to the Federal home-loan bank. 
I am pointing out that the facilities here, if there is a need for ex- 
pansion, could be done on that basis without increased cost to the 
Government. 

Senator Sparkman. The Federal Government originally under- 
wrote the home-loan-bank operation. 

Mr. Buss. The Federal Government provided the home-loan banks 
with an initial capital of $125,000,000, as it did with certain other 
operations, which sum has been fully repaid, with earnings. 

Senator Sparkman. Now, if that was true, why do you say that it 
would not be perfectly in line for the Government to underwrite a 
central mortgage corporation to be owned by private industry in the 
same manner, with the stock to be repaid? 

Mr. Buss. Because in the first place, the $125,000,000 used to pro- 
vide initial capital is, in comparison with other figures that have 
been mentioned, a very nominal sum, as com vared with the 
billions which are being referred to with respect to FNMA. 

Senator SparKMAN. “T think you must have misunderstood. I 
think Mr. Pratt’s idea was right in line with the home-loan bank, 
completely. In other words, my understanding of it is that a centr al 
corporation would be set up with Government help, subscribing to 
the original stock, but the money that would handle the mortgages 
would come from the private institutions. 

Mr. Butss. With respect to that, Senator, we would suggest the 
machinery is already here, the $125,000,000 which sparked ‘that was 
advanced and has been repaid, and an expansion within the frame- 
work of the Federal Home Loan Bank System could accomplish that 
end without any further expenditure on the part of the Government. 

Mr. Hetp. May I make a couple of comments on FNMA. Of course, 
the savings banks have never used FNMA at all, but I made up a 
tabulation from the Housing Statistics Bulletin of November 1951, 
that from 1938 to November 1951 FNMA’s authorizations and com- 
mitments totaled $3,619,500,000. There were cancellations in there 
of $725,600,000, representing 20 percent of those authorizations and 
commitments which, in effect, represented loans which originally were 
intended to go into FNMA, but were taken by the private market. 

The net purchase was $2,808,200,000, and they had sales of $763,- 
200,000, representing 27 percent. That again went into the private 
market. 

Of that, their purchases net of sales was $2.040,000,000, of which 
17 percent were FHA, and 83 percent were VA loans. There I think 
we get the picture of the differential in the interest return, or yield. 

The total principal amount of VA loans closed from 1944 to 1951 
was $15,189,000,000, and the FNMA purchase of VA loans was 16 
percent of that total. 

The total principal amount of FHA residential, from 1934 to 1951, 
was $20,392,000,000, and the FNMA purchases of FHA loans was 1.7 
percent. 

(The tabulation referred to follows :) 
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Federal National Mortgage Association activities, 1988 to November 1951 


Federal 
| Total | Housing 4 
| Administration, ~ 


Veterans’ 
dministration 


Authorizations and commitments é | $3, 619, 500, 000 | $1, 308, 800, 000 $2, 310, 700, 000 
Cancellations. axeehou ; 178, 600, 000 | 394, 000, 000 331, 000, 000 


Total 5 ae ¥ 2, 893, 900, 000 914, 800, 000 1, 979, 700, 000 


Purchased Fa kD et ia ay 2, 803, 200,000 | 2824, 800, 000 11. 978, 500, 000 
Sales ‘ uenebckees iA | 4763, 200, 000 5 472, 500, 000 6 200, 000, 000 


Purchases net of sales___._........_ <a oe 040, 000, 000 7 352, 300, 000 § 1, 688, 500, 000 


Total principal amount VA, closed 1944—October 1951_ : $15, 189, 000, 000 
Total principal amount FHA residential loans, 1934—-October 
a i EN 8 ah 20, 392, 000, 000 


Percent of 
total amount 


rea mr Ve nn a er in ie weetewe be cet 16 


PNA purchases of PHA loans... oo Sea tee eye i é 
1 20 percent. 
230 percent. 
370 percent. 
42 percent. 
5 62 percent of sales; 57.4 percent sales to purchases. 
® 38 percent of sales; 14.6 percent sales to purchases, 
717 percent. 
$83 percent 


Source: Housing Statistics, November 1951. 


Mr. Hetp. Now, I might say this, that I believe that if FNMA takes 
in these loans on a par basis, if they had been realistic in their selling 
policy, rather than putting a premium of a half of 1 percent on a GI 
loan, and as high as 114 percent on FHA loans, that your $2,500,000,- 
000 fund might have been sufficient to take care of these needs without 
anything further, and I think that the crux of the situation has been, 
as Mr. Morgan pointed out, somewhat in an unrealistic selling price 
policy. 

Senator Sparkman. Mr. Held, you may know, or you may not know 
that when the proposed transfer of FNMA was up before the Senate, 
I made some suggestions on the Senate floor, somewhat along the 

same line, in which I said T did not think the disposal of mortgages 
had been handled in a very realistic manner, and that of this $ $9.750,- 
000,000 T was hopeful that perhaps a billion dollars might be worked 
out to return to the Treasury. 

IT have felt, too, that they ought not be marketed on a required pro- 
fit basis, that their real purpose is to serve as a secondary market to 
handle these anne and to get them back into the private field as 
much as possible. I do not believe, as someone suggested, that they 
ought to be required to operate at a loss. 

I have felt that perhaps if they could sell their mortgages on a 
packaged basis, I do not know enough about it, I do not know enough 
about the technicalities to be able to discuss it as well as I should, but 
certainly instead of putting it up for a certain profit level, it would be 
much better to get them back into private hands without loss to the 
Government, and not nec essarily with the profit to the Government. 

Mr. Herp. I agree with that, and I might make this observation, 
that out of present existing funds, there are funds earmarked for 
defense, or funds earmarked for flood purposes, and there is another 
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earmarked fund, disaster. This all comes out of that $2,500,000,000, 
so that actually the amount available for the normal mortgage market 
is much less than is shown in the total amount of FNMA commit- 
ments, sales, purchases, and so forth. 

Mr. Buss. Senator, I am reluctant to labor the interest rate question 
which has been heavily dwelt on here, but it seems to me that the 
statistics Mr. Held cited again indicate that a realistic approach to the 
interest rate question on VA loans, GI loans, would eliminate a large 
part of the participation which FNMA has had in that m: arket. 

Mr. Foiry. May I make one remark with respect to sales policy ? 

Senator Sparkman. Yes, Mr- Foley. 

Mr. Forry. Of course, as you know the transfer was made to the 
Housing and Home Finance relatively recently, and the history to 
which you referred in your comments on the floor. At that time the 
national mortgage association undertook an active liquidation pro- 
gram, actively disposing of mortgages, and were having a consider- 
able degree of success in disposing of its portfolio, r apidly reducing 
it until the market situation of last year. 

Generally speaking, while I do not have the figures here, I would 
say that we were selling at below, most of the period, below premiums 
that were being paid in the market for new initiation. We were not 
offering at the market, generally speaking. 

Apropos of this suggestion that we buy at a discount, sell at market 
or sell at par, generally speaking of the purpose of the present man- 
agement as to aga ite, and also to carry out the other purposes for 
which the FNMA was established. 

It is interesting to note in connection with that attitude that in the 
advance commitment operation, where the Congress either suggested 
or required—lI forget which—that we make a commitment fee charge, 
we have had the most strenuous protests from the mortgage banking 
fraternity at our even making that charge to get the mortgages into 
our port folio. 

Senator Frear. It has generally appeared to me that the emphasis 
has been placed upon the needs of the buyers, in most of the comments 
that have been expressed here. 

I would like to ask Mr. Divers of the Home Loan Bank Board if 
he does not think also that there is a responsib: lity by the holders 
of the savings and thrift accounts to their shareholders. 

Mr. Divers. Yes, Senator, I do, and I am very glad that you asked 
me that question. We have about four savers for each borrower. 

Senator Frear. I think that is very interesting. 

Mr. Divers. And we are trying to go down the middle of the road 
in our trustee capacities as between the interests of both of them. 

A lot of time has been devoted here to the interest of the borrowers, 
but very little has been said about the savers, the people who have their 
money invested in insurance policies, your policyholders, the de+ 
positors in the mutual savings banks, the savings account holders in the 
savings and loan associations. 

We have drummed thrift into the people of the country, and we have 

asked them to save their money, and it is the investment of their money 
that we are ti alking about here, and I think that all of us in our con- 
siderations should take into account the interest of the millions and 


millions of savers who have accumulated this money through these 
financial institutions. 
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Mr. Brocxpank. Mr. Chairman, could I ask Mr. Divers if he con- 
siders that his investors are risking capital when they invest in FHA- 
insured mortgages and guaranteed VA loans? 

Mr. Drivers. I would say in the first place that most of the money 
is placed by these institutions, the only ones that I am attempting 
to speak for, the savings and loan associations, most of it is placed in 
conventional loans within a 50-mile radius, shall 1 say, of the in- 
stitution. 

As far as the GI loans are concerned, I think they have large in- 
vestments in them. Even if the risk was negligible, you would still 
have the question of what rate of return should be paid to the savers 
in order to accumulate capital, which does not come out of thin air. 

Senator SrarkMan. That completes the list of those who desired 
to make statements. 

I realize that there are many subjects that we have not discussed, 
which I would like to hear discussed, and many of those we have dis- 
cussed we have not exhausted by any means—in fact on some of them 
we have barely scratched the surface. I wish we could hear more dis- 
cussion, for instance, on regulation X. I certainly believe that we 
jack a whole lot of having studied in our own minds what the solu- 
tion is to this very vexing defense- housing problem that we are right 
up against. 

I wonder if I might ask this question: Is there anyone here repre- 
senting any institution that has handled any title 9 mortgages / 

Mr. Tarr. We have, as I stated. 

Senator SparkKMAN. You stated yours. I mean on the long-range 
basis; I do not mean just handling them until they are constructed. 
Of course, you handled two that you hope to convert to title 2 

I wonder how we are going to handle defense housing, how are we 
going to get it built. 

Mr. Ciarke. Senator Sparkman, if I may inject again my usual 
comment, an effective rate of interest, pure and simple. 

Senator SPaRKMAN. | know you want that on the debentures. 

Mr. Crarke. Oh, no; [ am talking about the actual rate. 

Senator SPARKMAN. Mos of you who spoke on it suggested better 
debentures, but it seems to me that is kind of a defeatist attitude. You 
are assuming they are going to be foreclosed. 

Mr. Cuarxe. No; I am talking about a rate on the mortgage. 

Senator SPARKMAN. You mean better than 414 percent? 

Mr. Cuarke. Yes, sir. There is no reason why it should not be tried, 
as I see it. 

Senator SparkKMAN. Of course, you would make that applicable to 
all housing. 

Mr. Crarke. Not necessarily. At the moment, the subject under 
discussion is defense housing. Now, in defense housing, Mr. Richards 
has stated that he is perfectly willing to have an effective rate. The 
indication seems to me, from the question which you have just asked, 
and the lack of answer that you have received, that there is not an 
effective rate, and I would like to see the rate go up to see whether 
it would be effective or not. If that does not work, then there may be 
some other solytion. 

Mr. Foiry. Senator, apropos of the Federal mortgage question, and 
where these mortgages are coming from, I think it would be interest- 
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ing for the committee at least to know who are, what types of insti- 
tutions are offering these mortgages for purchase now. Apropos of 
the discussion from the savings and loan field, the facts are that we are 
having increasing offers over the country from savings and loans 
institutions selling to FMMA. I do not remember the figures, but they 
have been increasing quite consistently, and I think for the record 
I would like to compile and offer the breakdown of the sources of these 
loans. 

Senator SparkKMAN. We would be very glad to have that for the 
record. 

Do you know whether or not your statistics would show that by 
geographical areas? 

Mr. Fotey. We will supply what information we have. 

(The information referred to follows :) 


STATEMENT ON SAVINGS AND LOAN AssocraTIONS’ USE oF FNMA 


While FNMA has not maintained a continuous study of mortage submissions 
by various types of sellers throughout the country, it has, from time to time, made 
special studies of mortage submission. The data so compiled furnishes the basis 
for a reasonably accurate estimate covering this type of activity on the part of 
savings and loan associations. 

The information shown below covers the percentage of the total mortgage 
submissions to FNMA by savings and loan associations for certain periods 
as follows: 

Percent of mortgages 
delivered by savings 
and loan 


Period: associations 
July 1, 1948 through June 30, 1949_____-__-_____- oie wee atlanta ape 
Ausust 1, 19040 thronmi October 31 1940... oa et 9.7 
February 1,:1060 through June 30, 3060... .....~~.5.... oes 15.8 
BEF 2 Tee Se ig Bee eee igh ane 16.5 


Submissions by savings and loan associations in the Los Angeles area have been 
somewhat higher than in other areas of the country, and accounted for about 41.6 
percent of the deliveries on the part of substantial sellers in that area during the 
period of May 28, 1951, through February 1, 1952. 


Senator SparKMAN. Does anyone have special comment to add to 
what has been said here? 

Mr. Ciarxr. Mr. McMurray suggested to me that I had raised a 
question with him earlier about a statement that Mr. Pratt had made 
yesterday, and that is that money was not available for long-term 
commiments, because money was currently scarce. 

I think that Mr. Pratt is in error in that, at least this is my observa- 
tion of the market, that there is given again an effective rate, a willing- 
ness on the part of people to make long-term commitments, for the 
very simple reason that money is expected in in the future, even though 
money may be scarce at the present moment. I think there is a mis- 
conception there. 

Senator Sparkman. Thank you, Mr. Clarke. 

Mr. Morean. Senator, I think it is perfectly fair to say that there 
are a good many savings banks that are today not buying section 501 
loans out of their own territory that would buy them at a higher rate. 
In fact, I know of one of the largest banks that so far has bought none, 
and the whole question is turning entirely on rate. 

On the other hand, I know of no savings bank that has been selling 
anything to FNMA. 
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Senator SparkMan. I do not believe this question has been answered, 
and I am sure the information is quite readily available. What is the 
percentage of the defense housing contemplated of the total housing 
program ¢ 

Mr. Forey. It is very difficult, of course, to give an exact estimate, 
since the developing defense situation will indicate how many critical 
areas are to be determined, but the number of critical areas will 
probably be increasing throughout most of this year, at least, and for 
purposes of general estimation, in preparing this 800,000 attainable 
ceiling, and for estimating of workload, we have been using, and I 
think it is a fairly practic able figure, 200,000 as the total that will 
have been reached by the end of this calendar year. 

Senator Sparkman. There are other questions that I would have 
been glad for us to discuss. One thing that I have been interested 
in has been the construction of low-rent housing, privately constructed. 
I have been impressed by some of the projects that I have seen. I 
have talked with some of the builders, aa I know some of the difficulty 
they have had in getting that financed. I wish we could have taken 
time to explore that a little more. 

One problem that has at different times been rather acute in all 
areas, particularly down in our area, has been that of obtaining a 
mortgage market for housing built for rent to Negro occupants. I 
believe e that has been quite a “problem in many parts of the country 
in regard to minority and racial groups everywhere. Many other 
problems present themselves in this field of housing. However, I 
want to add my word to what the chairman said and express my 
sincere appreciation and gratification for the presence of all of you, 
the ready participation of all of you in the ahianion. Personally 
I feel that we got a great deal of good out of it. I know that we 
members of the committee get a gre: at deal of good out of these meet- 
ings. I have referred to it ‘before, that a couple of years ago we had 
a much smaller round-table discussion, and some of the participants 
on that program are present today. I know we got much good out 
of it. It has been my pleasure to participate in conferences at dif- 
ferent times, in different parts of the country, with the builders, the 
lenders—all of the people that are interested in the whole housing field. 

I know that I get much good out of it, and our committee is indebted 
to you people for coming here and helping us in this round-table 
discussion. 

Let me suggest this: All of your various groups, any time that 
you are having any meetings in any different part of the country, 
from which we might get some good, I wish you would let us know. 
We will try to send, if we may, some member of our staff out there, 
or if any member of our committee can attend, we will be glad to do 
it. I personally have profited a great deal in attending many of your 
different meetings. 

We will welcome from any of you a statement on any subject that 
has been covered here, or any other subject in the housing field, and 
if you will get that to us within the next week or 10 days, we will 
include it in the printed transcript of these hearings, if you want to 
add to what you have said, or if you want to say something further. 

Furthermore, at any time I wish you to know we woul T welcome 
your suggestions in this great field of housing. It is not an easy task. 
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I know that all of you appreciate that fact. We are trying to do our 
best toward helping the country have an adequate housing program. 
There is nobody here, nobody on this committee, who wants the 
Federal Government to do it. As a matter of fact, we want the 
Federal Government to get just as far out of it as it possibly can. 
We want the private people, private industry in this country, to do 
the housing job. We realize, though, that it does take a certain amount 
of implementation in the form of legislation, and we know that it 
takes, to a certain extent, some underwriting, but all we are trying 
to do is to develop and maintain adequate housing programs. We 
solicit your cooperation and help at all times, and we will welcome 
any suggestions or advice or information you may feel free to pass 
oif to us. 

Mr. Parsons, the clerk of this committee, has just suggested to me 
that he would like to have those statements by Saturday of next week 
in order to meet the printing requirements, so any statement you 
may Wish to submit in connection with this transcript should be gotten 
to us by next Saturday 

Mr. Costa. Senator Sparkman, while I am only privileged to speak 
for the Mortgage Bankers Association of America, I feel that I voice 
the feeling of all of those present that this has been a most informa- 
tive hearing, it has been fairly conducted, we are grateful for the in- 
dulgence of your committee members. We believe this type of meeting 
has set the pattern to assemble information for the future that can be 
valuable not only to the Congress but to those of us in the industry, 
and we hope that we may offer you the same type of cooperation you 
have so kindly extended to us, and that in the future, when our informa- 
tion is needed, you will call on us. We will be glad and ready to give 
you anything possible. 

As a closing remark, sir, I would like to call your attention to the 
fact that the builders have said they are ready to build the houses. 
Time, frankly, is moving along, and if we could have a trial of an 
effective rate for just a reasonable time to see if we could get the 
money into this battle-line defense housing, I think it would be 
quite worth while, and I hope consideration will be given by those 
who have the authority and the right to assist in this urgent and im- 
portant matter that all of us want to participate in. 

Thank you, sir. 

Senator SparKMAN. Thank you, Mr. Costa. 

If there is no further comment, the committee stands adjourned. 

(Whereupon, at 12:55 p. m., the committee adjourned. ) 

(The following statements were later received for the record :) 


SUMMARY STATEMENT OF ALAN E. BrocKRANK, PRESIDENT, NATIONAL ASSOCIATION 
OF HoME BUILDERS 


This statement is submitted by Alan E. Brockbank, of Salt Lake City, Utah, 
president of the National Association of Home Builders, pursuant to permission 
of Chairman Maybank at the close of the roundtable hearings before the Senate 
Banking and Currency Committee on February 6 through 8, 1952. It summarizes 
statements made by Mr. Brockbank in the course of those hearings and briefly 
comments upon the views expressed by other participants. 

The National Association of Home Builders is the trade association of the 
private home-building industry. It has a membership of over 25,000 grouped in 
195 affiliated local associations, and we estimate that its members build approxi 
mately SO percent of new housing produced in metropolitan areas. 
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Home builders regard the construction of military housing (financed under 
title VIII of the National Housing Act) and of programed housing in critical 
defense areas (principally financed under title IX of that act) as their first 
and most important task. We have given conclusive evidence of our intent to 
aid the defense housing job by oversubscribing defense housing program allot- 
ments by better than 3 to 1. The record shows that home builders have sub- 
mitted applications for some 211,000 applications for the 70,000 units thus far 
programed. 

In order to assure that this housing will be constructed without delay, tke 
National Association of Home Builders has formed an actively functioning com- 
mittee of 85 of its builder-members, chosen from strategic locations to cover the 
entire United States. Each member of the committee is charged with the re- 
sponsibility of closely and continually checking housing needs in critical areas 
in his territory, informing our national headquarters with respect to progress 
and, if necessary, with suggesting whatever action is required to remove any 
obstacles that may exist to production of programed housing in their areas. 
Reports come to us from these men every 2 weeks. 

Our files show that practically every defense area is experiencing difficulty in 
obtaining necessary mortgage financing. With few exceptions those projects 
which report no financing difficulties are those which received the benefit of the 
advance commitment authority provided last year by the Congress to the Federal 
National Mortgage Association. This authority expired December 31, 1951, and 
was ina limited amount. As this committee knows, the exhaustion of the author- 
ity left unsatisfied some $45 million in applications in addition to areas pro- 
gramed since the first of the year and, of course, those areas yet remaining to 
be programed, 

The second difficulty reflected in our reports arises from the conservatism 
with which the Federal Housing Administration is determining the amount of 
mortgage in particular cases. In some cases, the resulting mortgage in a title 
IX project is reported to be less than would be available under FHA’s normal 
title II program. The intent of title LX, of course, was to provide more favorable 
mortgage terms in order to make the production of defense housing attractive. 
Notwithstanding the fact that the intent of Congress is clearly expressed in the 
committee reports at the time of enactment of title IX, FHA is apparently 
applying a rigid valuation formula. It is our understanding that the Congress 
intended that FHA assume long-term marketability to be taken for granted 
through the fact of programing of the area. In many cases our reports indicate 
that FHA is not doing this. The intent of the Congress in this respect should 
again be expressed in some manner, if not administratively corrected. 

The third problem which requires attention is the frequent inability of the 
local municipality to provide utilities required by the sudden expansion of 
population. 

At the time of enactment of titles VIII and IX of the National Housing Act, 
providing for the encouragement of financing, respectively, of housing in and 
near military installations and housing for defense workers coming into Critical 
defense areas, home builders applauded this evidence that the Congress agreed 
with us that the bulk of American defense housing needs could and should be 
provided through private enterprise. The record of applications above cited is 
concrete evidence that we have acted vigorously toward this end. The defense 
housing job can be done by the private building industry, however, only if 
mortgage funds become available. This we do not control. 

The presentations made to this committee by representative lenders indicated 
the feeling of lenders that the lack of financing for defense housing is due to two 
“auses—first, the feeling of lenders that mortgage interest rates are unnaturally 
low in comparison with other available investments, and, second, the concern 
of lenders with respect to the long-term soundness of housing constructed in what 
they regard as remote areas which may possibly develop into ghost towns. 

With respect to interest rates, builders are not in a position to express an 
opinion as to what the rate should be at any particular time. We feel that the 
general principle is clear. Interest on residential loans should be set at the 
lowest feasible rate which will effectively attract a supply of mortgage funds in 
needed volume. In connection with the question of rate, we call attention to the 
fact that rents and sales prices of programed housing are fixed as part of the 
program and usually are at a comparatively low level. Any increase in debts- 
service requirements will, of course, automatically require that these fixed rents 
or sales prices be increased appropriately. 
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With respect to the question of long-term soundness of projects in defense 
areas, it has been our experience that the law, the process of selection of such 
areas by Government agencies charged with that responsibility, and the formulas 
applied by the FHA in its determination of mortgage amount take all possible 
precautions against the possibility of ghost towns. Experience to date indicates 
that only those areas are selected in which more than a reasonable chance exists 
that employment in the area will continue indefinitely; the amount of housing 
programed is in eomparatively modest amount and at low rentals or sales prices ; 
and FHA is, if anything, too conservative in its valuations. It is our impression 
that these facts are not fully known to many lenders. 

The defense housing job must be done. The private home-building industry 
is determined to do it. There is no easy solution to the problem of inducing an 
adequate supply of mortgage funds so that determination can be quickly trans- 
lated into production. 

Under all the circumstances, and fully realizing all of the problems involved, 
we suggest the following: 

(1) While we would much prefer to have an ample flow of private mortgage 
funds without recourse to such Government devices as the FNMA, it seems clear 
that advance commitment authority must be provided to the FNMA for use in 
defense areas and in sufficient amount. It is our hope that such action may 
serve to prime the pump of private mortgage lending and to demonstrate that 
defense housing loans can be made soundly and safely. FNMA operations have 
had this effect previously in other situations. Moreover, provision of an ample 
amount of additional FNMA authority for defense housing would release exist- 
ing authority, now set aside for defense housing areas, which would then be 
available to help relieve the market for Veterans’ Administration guaranteed 
loans. The general loosening effect thereby produced on the entire mortgage 
market would be salutary. If FNMA general authority is allowed to lapse at 
this time, the effect on the present weak mortgage market will be well-nigh 
disastrous. 

(2) Since many of the hesitancies expressed by mortgage lenders with 
respect to defense-housing loans stem from unfamiliarity with the program (as 
one participant admitted), we suggest a vigorous governmental campaign in 
which we would be glad to assist, to acquaint lenders with the manner in which 
the program is operated. We feel that, if fully acquainted with the conservative 
methods employed in programing and underwriting, lenders would agree that 
title IX is not inherently unsound. 

(3) FHA should reexamine its valuation procedures under title IX. If it 
persists in reducing mortgage amounts under this title because of a conservative 
approach to value, then the act should be amended to substitute the concept of 
costs as a basis rather than value. 

(4) A reasonable amount of financing assistance should be furnished to munic- 
ipalities, to assist in the construction of utilities made necessary through de- 
fense-housing activities, by provision of additional appropriation, in reasonable 
amount, under title ITI of the Defense Housing Act. 

(5) Since the tightness of the supply of mortgage money is due to the demands 
for investment of the whole economy and the resulting oversupply of competi- 
tively more attractive investments, the Federal Government should avoid any 
direct expenditure not absolutely necessary. In the housing field particularly 
the mortgage conditions with which we are concerned are aggravated by the 
offering to investors of hundreds of millions of dollars of public-housing bonds 
which are tax-exempt and in effect guaranteed by the Federal Government. 
Every dollar that goes into such bonds is one less dollar available for private 
mortgage financing. Regardless of the merits of the public-housing law at the 
time of its enactment (and we do not intend at this time to renew that con- 
troversy) our economy plainly cannot afford a large public-housing program on 
top of all the other demands for funds for Government financing, for plant 
expansion, and for private-home construction. 

Second only to our concern with defense housing is our desire to produce 
housing for veterans. Mortgage funds for these loans are available only in very 
small amounts and in only a few areas. 
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STATEMENT OF EHNEY A, CAmpP, Jr., Liperty NATIONAL LIFE INSURANCE Co. 


Commissioner Richards referred to the fact that it had been necessary to issue 
debentures on only about 1 percent of the total loans made and, therefore, the 
terms of the debentures were of little importance. In other words, he felt that if 
the debentures would exert an influence on only 1 percent of the cases that the 
over-all effect would be negligible. Commissioner Richards is overlooking the 
fact that while the over-all FHA rate of issuing debentures might be only 1 per- 
cent, for any particular lending institution the rate could go much higher if that 
particular lender happened to suffer an unusually bad experience. If the rate 
on the debentures is insignificant as far as the FHA is concerned, then there is no 
reason why the FHA should not permit a higher rate of interest on the debentures 
which would give adequate protection to any lender who might suffer an un- 
usually bad experience and who might be called upon to retain the debentures in 
his investment portfolio over a long period of time. 

In discussing the waste clause, Commissioner Richards took the position that 
the investor is not called upon to reimburse for waste until the loan balance has 
been reduced below 75 percent of the original appraisal. He stated this would 
not happen until after the expiration of 9 years and I assume he arrived at this 
9-year figure by taking a 30-year loan. If the original loan had been for 25 years, 
the 75 percent figure would be reached in 7 years and if the original loan had 
been a 20-year loan, the 75 percent figure would be reached in 5 years. 

Commissioner Richards recognizes that the investor under a section $08 loan 
would have an unlimited responsibility for waste after the loan has been reduced 
below 75 percent of the original appraisal, but he just does not think that could 
ever happen. I believe he is overlooking the fact that we have all seen values of 
properties cut right half in two when a sharp decline occurs and the same thing 
could happen again. In such an event, an investor might find himself loaded 
down with prospective foreclosures where his liability for waste would be un- 
limited. If Commissioner Richards feels that the possibility of the waste clause 
being of any effect is a negligible one, then I see no reason why he should not be 
willing to include a provision that a maximum liability of an investor for waste 
after the loan is reduced to 75 percent would be limited to $100 per unit. From 
Commissioner Richards’ testimony, I gather the impression he does not feel this 
could cost the FHA anything to speak of but it would certainly give the individual 
investor a greater feeling of protection. 

Finally, Commissioner Richards stated in the past some FHA loans had sold at 
substantial premiums and evidently he does not want that to happen again. Cer- 
tainly, he should keep in mind that when these FHA loans were selling at a 
premium, we were in an entirely different interest market from the one which 
confronts us today. In the next place, I feel that every loan should bear a suf- 
ficiently high gross rate of interest to enable the investor to pay his correspondent 
a reasonable fee for originating the loan. The correspondent is permitted to 
charge the borrower only 1 percent under existing regulations and, to my mind, 
this does not sufficiently compensate the correspondent for all the work and effort 
he sustains in running his office and originating and closing loans. I believe it 
would be a healthy situation if the interest rate on loans was sufficient to permit 
the investor to pay an origination fee of from 1 to 2 percent. 


STATEMENT OF THOMAS P. CooGAN, Director, ARMED Forces HousInc AGENCY 


The Defense Department is being seriously hampered in its family housing 
program because of the very limited market for title VITI and title IX mortgages. 
At the present time many projects are unable to proceed because of the inability 
of the builder-sponsor to find investment institutions willing to commit for the 
purchase of their FHA mortgages. Without such take-out commitment it is 
impossible to secure the construction financing which must be arranged prior to 
beginning construction, 

The recent authority granted to FNMA to issue prior commitments to the extent 
of $200,000,000 helped considerably in assuring starts for projects which fell 
within the time limitations of this legislation. This has, however, served only a 
small part of the need. 

The Defense Department has an extensive housing program, some of which 
must be done by appropriate funds, either through Public Works or through the 
Public Housing Authority, because of conditions surrounding locations which 
preclude the use of private capital. The existing legislation makes it possible for 
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private capital and investors to supply the major part of the housing program. 
Present reports indicate that builders have oversubscribed the programed housing 
and are anxious to do their part. It is felt that the more housing that can be 
provided in this manner the less will be the demand on public funds. In addition 
the locally built and financed housing is integrated into the local community 
creating less impact on community facilities, schools, and utilities with a much 
better chance of eventual absorption into the area if the defense activity should 
decline. 

While many of the suggestions for improving the market for mortgages had 
some merit, it was impossible to conclude that any of the recommendations would 
succeed completely. In any event there would be a considerable time lag that 
would not be desirable. The committee should consider that all recommendations 
for increased interest rate pose a serious problem for the Defense Department. 
In view of present high construction costs it is very difficult to capitalize a work- 
able rent so that the desired mortgage can be amortized and the debt funded. 
Any increase in interest rates would involve a corresponding increase in rentals. 
Present rents have reached the point that housing is sometimes available in 
critical areas, but at rents the military or defense workers cannot afford to pay. 
It is generally felt that all new types of housing legislation require a period of 
time before the mortgages are generally acceptable. In the past, this has proved 
true and the immediate market has been supported by FNMA. As the loans 
became better known they were purchased out by the investors and a permanent 
market was created. 

The present situation can probably best be handled by the same procedure, as 
the present title VIII and title LX loans have qualities superior to title VI and 
a more rapid acceptance should be expected. In fact, many of the prior commit- 
ments will not be consummated, as acceptance of these mortgages by private 
investors should develop during the period of construction, and preclude a large 
volume of purchases by FNMA, even though their prior commitment authority 
may be used for interim financing. Such authority for prior commitment should 
be for defense housing (title VIII and title [IX only) and some method of clear- 
ing or checking with this Department as to the necessity of a prior commitment 
would be advisable. 

In closing we wish to call your attention to the fact that title VIII and title 
IX legislation still leaves a segment of necessary housing that we are unable 
to secure by private financing. Many large activities and military installations 
cannot be certified as permanent. They are not temporary, but rather of inde- 
terminate character. The family housing requirements are large, but under the 
title LX legislation, FHA must use the valuation approach which requires future 
marketability be established. In many cases it has not been possible to secure 
workable mortgage amounts and induce private capital to provide the housing. 

The Defense Department is presently studying the use of demountable housing 
for these areas, but such types cost more than conventional defense housing and 
must be built by appropriated funds. It is suggested that some form of legisla 
tion similar to wartime title VI could provide this housing without permanent 
expense to the Government. 


SUPPLEMENTAL ‘STATEMENT OF AUBREY M. COSTA, PRESIDENT, MORTGAGE BANKEKS 
ASSOCIATION OF AMERICA 


1. The current structure of fired FHA and veterans’ guaranteed loan rates is 
not effective—At the hearings FHA Commissioner Richards stated that an 
effective interest rate is necessary if the FHA system is to function. In addition 
he stated that it has been FHA policy to maintain an effective rate and that 
when market conditions clearly indicated a change was required it would be 
authorized. Mr. T. B. King, the Director of the loan guaranty service of the 
Veterans’ Administration, has also stated that the rate applicable to veterans’ 
loans should be an effective one. 

It is our opinion that a rate is effective only when it produces money for invest- 
ment in these types of mortgages. Evidence introduced at the hearings we felt 
was conclusive that present interest rates in both the FHA and VA programs 
are not effective. There were two concrete illustrations: 

(a) T. B. King admitted that funds for the VA program are “spotty and 
sparse”; and 








d 





MORTGAGE FINANCING 97 


(6) Senator Sparkman’s question to the round-table participants asking how 
many had made title IX loans produced a dramatic silence, indicating that no 
investor present was making this type of loan. 

Current FHA and VA rates are not effective because they are not competitive 
with the rates lending institutions are able to obtain on other types of securities. 
It was pointed out in the hearings by several witnesses that the cost of handling 
these loans totaled about eight-tenths of 1 percent composed of the normal 
one-half of 1 percent paid for servicing plus three-tenths of 1 percent home oftice 
expense. Commissioner Richards gave his opinion that the net yield after 
servicing cost on a typical 4.25 percent FHA mortgage would be 3.49 percent. 
After servicing cost of eight-tenths of 1 percent the net yield on a VA-insured 
mortgage with a 4 percent gross rate would be 3.20 percent and on FHA 4.25 
percent loans 3.45 percent. Net yields of these percentages are not attractive 
today in competition with the rates offered on corporate securities. A number 
of illustrations can be given but the most significant one is the recent S300,- 
000,000 issue of Union Carbide & Carbon Corp. debentures carrying a 3.75 per- 
cent yield. The FHA and VA yield to be made effective must be increased 
to be competitive with the rates investors are able to obtain in the general 
market. At this point we call your attention to the fact that action on interest 
rates by the administrative agencies earlier in 1951 would have saved the 
Treasury millions of dollars. FNMA early in 1951 was actively selling mort- 
gages at profitable prices. In the latter part of the year FNMA purchases 
of loans have averaged $50,000,000 per month and in January 1952 they jumped 
to approximately $80,000,000, Practically no sales of these mortgages have 
been made. 

2. Effect of new tar laws on the supply of money available for mortgage 
investments.—It is our opinion there are two changes in the recent tax laws 
which will have a material effect on the supply of money available for the pur- 
chase of Government-insured mortgages: 

(a) The excess-profits tax: The Chairman of the Federal Reserve Board gave 
as his opinion that despite increased savings private financing demands for 
defense purposes and other capital demands would take a larger share of savings 
in 1952 than in 1951. In this connection the probable increase in demand for 
loan funds by corporations as a result of the excess-profits tax has not yet been 
recognized. There are probably two specific effects of this tax: 

(1) Net earnings of corporations are greatly reduced, thus reducing the 
supply of money available for new capital expense This fact alone will 
cause a substantial increase in the need for borrowed funds. 

(2) It discourages the solicitation of new equity funds because borrowed 
money even at higher interest rates supplies a larger base for excess- 
profits taxes and the interest paid is a deductible item. The effect of both 
these items is to make borrowing a profitable operation. 

(6b) Income tax levied on savings institutions: The application of a corporate 
income tax to mutual savings institutions and savings and loans associations will 
have a decided effect upon the investment policies of these organizations. Mutual 
savings banks in particular will find it advantageous to invest reserve funds in 
tax-exempt securities when otherwise they might be seeking mortgage invest- 
ments. To illustrate, the recent issues of public housing bonds carry an average 
tax-exempt rate of slightly in excess of 2 percent which is equivalent to a net 
yield, after payment of taxes, on other types of securities of about 4.2 percent. 
Public housing bonds carry an equivalent guaranty to that given with both VA 
and FHA loans. 

3. Delay will imperil the success of the defense housing program and the 
continuity of the veterans’ insured program.—Up to the present time the ad- 
ministrative agencies have offered no proposal except to wait for a change in 
the money market. The agencies have held to this solution for nearly a year. 
We see no evidence that money conditions are likely to ease within the crucial 
period of getting the defense housing program underway. The question is one 
of great urgency and will not permit of further delay. 

4. Alternative methods for making the Va and FHA programs work.—There 
are two procedures that can be used to make the Government-insured mortgage 
programs work: 

(a) Government assistance by either increased congressional appropriations 
to FNMA for further over-the-counter purchases of FHA- and VA-insured mort- 
gages; and for advance commitments for defense housing; or direct loans to be 
made by the Veterans’ Administration ; or 
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(b) An increase in interest rates to attract private investors into the Govern- 
ment-insured mortgage programs. Defense housing loans need two administra- 
tive changes which will: 

(1) Inerease the interest rate on debentures exchanged for foreclosed 
real estate from 24% percent to a rate that will assure a sale of these de- 
bentures at par. 

(2) Improve the waste provisions. 

5. Recommendations——We recommend the second alternative given above, 
namely, increased interest rates for the following reasons: 

(a) It is desirable to have these programs effective at the earliest possible 
moment. Therefore, new legislation, if possible, should be avoided. The pro- 
gram we recommend for your consideration can all be done within the frame- 
work of laws now existing. 

(b) Increased congressional appropriations of additional funds for FNMA 
operations or appropriations for direct Veterans’ Administration lending create 
additional deficits and, as stated by Chairman Martin of the Federal Reserve 
Board, they are inflationary. We, therefore, oppose further appropriations for 
either of these purposes. 

(c) Chairman Martin also stated that an increased rate of interest is not in- 
flationary. 

6. Cost of increased rate to borrower.—An increase in interest rate of one-half 
of 1 percent on a 25-year loan will increase monthly payments by 28 cents per 
thousand of loan (on an $8,000 loan the increased cost to the borrower would be 
$2.24 monthly). If the rate rises one-quarter to 1 percent the monthly payments 
will be increased 14 cents per thousand of loan (on an $8,000 loan the increased 
cost to the borrower will be $1.12 monthly). It is our opinion such increases 
would not adversely affect either the VA or the defense housing program. 

7. Conclusion.—It is our opinion that increases in interest rates to match 
those obtained on corporate securities will produce sufficient funds from private 
sources to complete the present defense housing program and provide oppor- 
tunities for veterans to purchase homes. This particularly applies to minority 
(racial) groups and to those rural areas not customarily served by conventional 
lenders. 


SUPPLEMENTARY STATEMENT BY RAYMOND M. Foiey, Hovusinc Anp HoMe FINANCE 
ADMINISTRATOR 


As I indicated in the course of the hearings, I felt there was general agreement 
that there will be available sufficient materials and sufficient funds to finance 
the construction of the 800,000 dwelling units proposed for this year. 

This being so, the principal concern, therefore, is whether those funds will be 
available generally and effectively in point of time, geographic location, and 
types of housing for the general market, including the needs of veterans, and 
particularly for needed defense housing. 

I believe that the statements of the various participants in the round-table 
conference developed rather clear evidence that, with the possible exception 
of VA-guaranteed home mortgage loans, there would be adequate funds avail- 
able in point of time, geographic location, and types of housing to finance such 
part of the 800,000-dwelling-unit program as is required to serve the needs of 
the general-housing market. However, with respect to the financing of defense 
housing, the picture is somewhat different. 

While a number of the participants in the round-table discussions indicated 
that an increase in the interest rate would, in their opinion, assure an adequate 
flow of funds to finance needed defense housing, I do not believe that this is 
borne out when the testimony of the various participants is considered as a 
whole. In the first place, it is not a clearly established fact that the present 
interest rates on Government-insured or guaranteed-home-mortgage loans are 
not effective rates. This is shown by the fact that, at the present interest 
rates, the FHA volume of business for the general housing market is continuing 
in its normal proportions. In other words, FHA is continuing to insure about 
a third of the new housing units started for the general market. If the present 
interest rate was not, in fact, an effective rate, then it should follow that 
the volume of FHA business should drop below its normal proportions, which 
it has not done. Secondly, there was no assurance from any of the major 
sources of permanent mortgage financing that, even if the interest rate was 
increased as some suggested, they would be willing to supply the necessary 
funds for needed defense housing without advance commitments by the Federal 
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National Mortgage Association. In fact, it is probably fair to say that, generally 
speaking, the testimony of most of the participants in the roundtable conference 
seemed to indicate that the defense housing would have to be underwritten by 
the Federal National Mortgage Association through advance commitments, 
irrespective of any change in interest rates. 

This latter consideration seems to derive from the fact that lenders consider 
defense housing to be more risky from the standpoint of long-term continued 
marketability. Actually, however, there seems to be little real justification for 
such a belief since the individual locality programs of defense housing are quite 
conservative. It seems to me that the testimony generally would indicate that, 
in terms of long-term future marketability, the defense housing programs under 
title [IX of the National Housing Act are much more conservative and less risky 
than the defense housing programs insured under title VI of the National Hous- 
ing Act during World War II. 

I should like also to comment briefly as to the personal concern expressed by 
Mr. Martin, Chairman of the Federal Reserve Board, as to the financing of the 
relatively small amount of low-rent public housing included in the over-all pro- 
gram of 800,000 dwelling units for this year. Elsewhere in his testimony, how- 
ever, Mr. Martin agreed that the establishment of 800,000 dwellings as an at- 
tainable ceiling for this year is a sound over-all objective and one that could be 
achieved without seriously disrupting the Nation’s economy. The public hous- 
ing production proposed by the Administration for this year is included in the 
800,000-unit figure. Since these 800,000 units are proposed in response to demon- 
strated housing needs, it seems obvious that no question should be raised as to 
meeting the needs which are the most obvious and best demonstrated. No need 
is greater than the need of defense workers who can be accommodated only 
through housing provided by the Government and the need of families of low in- 
come now living in the slums. Moreover, the provision of public housing for such 
families imposes a minimum strain on the Nation’s economy, for this housing 
is of the simplest and plainest character. 

The financing of the low-rent public-housing program is done by local authori- 
ties borrowing in the ordinary private financial markets. This is not Federal 
financing, nor does it add to or constitute any part of the national debt. The 
volume of such financing, of course, has been materially curtailed as a result of 
the reduction in the annual rate of public housing construction from the basic 
rate of 135,000 a year established by the Congress in the Housing Act of 1949 
to 75,000 units for the next fiscal year. 

The real basis for the concern expressed by Mr. Martin, therefore, seems to be 
in respect to the long-standing policy of the Congress that obligations of the 
State and local governments shall be exempt from Federal income taxes. 





New York Lire INSURANCE Co., 
New York, N. Y., February 14, 1952. 
Mr. A. Lege PARSON, 
Clerk, Senate Committee on Banking and Currency, 
Washington, D. C. 

DeAR Mr. Parson: In my remarks to the committee during the round-table 
session on Wednesday, February 6, I avoided citing statistics because I have 
found that it is generally difficult to use figures effectively in oral discussion. 
However, for the printed record of the proceedings, I would appreciate it if you 
would extend my remarks as follows: 

“The foregoing observations may be illustrated by the fact that the mortgage 
portfolio of the New York Life Insurance Co. has expanded from a position repre- 
senting approximately 9 percent of total assets in 1946 to a current position of 
approximately 25 percent of total assets. Our current holdings of mortgages 
are divided between insured, guaranteed, and other mortgages as follows (data 
as of December 31, 1951): 

I I aise Binns eta eile Se hh cided hadnt 


GT sido iaici kes bmn etn. 
emer I i sti Ks dd eet 


‘ $422, 000, 000 
aia ea é 494, 000, 000 
De i ase Me 342, 000, 000 


"nS CE oii. Sea cekduddnlecnin Pits dies meee eee Oe ee 


“The New York Life was among the first to participate in the insured and 
guaranteed lending programs. We acquired our first FHA mortgage in Oc- 
tober 1935 and our first VA mortgage in September 1945. 
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“Our holdings of FHA-insured loans at the beginning of this year included 
$57,000,000 under section 603, $205,000,000 under section 6OS, and $44,000,000 
under section 8083 . In addition to these holdings, we have made commitments to 
acquire 6O8’s totaling $70,000,000 and S03’s totaling $56,000,000. 

“We have not invested in title 9 mortgages as yet; whether we do so will 
depend both on the yield available and upon the location and the prospects for 
permanent occupancy of the defense-area housing being programed under this 
title. Our attitude toward these and other investment opportunities is con- 
ditioned by our position of trusteeship ; our first concern must be for the safety 
and the yield on the money of our policyholders, who constitute a very numerous 
and representative cross section of the public. 

“Our mortgage investments are widely distributed over the Nation. For 
example our present holdings of mortgage loans, in the States which have re- 
ceived particular attention during the present round-table discussion, are shown 
below on an approximate per-capita basis: 


Per capita 


California__- pa bctibeeacs oe , ieewees SY. OS 
Florida 4 sco 20), 23 
Massachusetts al a ‘ . 41 


New York _. ‘ sie 7 siesta cipsinnan 4 aes 
Utah ee See — . ; tiie 7. 74 
Virginia ‘ - seigteeeeki ane 
“Our average holdings, for the Nation as a whole, are about $8.30 per capita.” 
Sincerely yours, 


DEVEREUX C. Josepns, Preside nt. 


——— 


SUPPLEMENTAL STATEMENT BY Mr. T. B. KING. Director, LOAN GUARANTY 
SERVICE IN OFFICE OF FINANCE, VETERANS’ ADMINISTRATION 


At the conclusion of the round-table conference on housing finance held before 
the Senate Banking and Currency Committee on February 6, 7, and 8, 1952. the 
participants were extended the opportunity to submit supplemental comments 
or statements pertinent to any of the subjects discussed. | am pleased to avail 
myself of that opportunity and hope that the following comments to be included 
in the record of the conference will prove helpful in furthering the committee's 
objective of obtaining a more compreheusive understanding of the major prob- 
lems presently of concern in the residential financing field. 

From the viewpoint of the Veterans’ Administration certainly the major prob- 
lem discussed at the conference concerned the present 4-percent maximum in- 
terest rate permissible for VA-guaranteed home loans. It came as no surprise 
that the bulk of the testimony given at the conference favored an increase in the 
GI loan maximum interest rate as a primary solvent to the current shortage of 
mortgage funds now evident in many parts of the country. That is quite natu- 
ral, and no one can question the sincerity of the assertions of the industry 
spokesmen as an expression of a valid point of view. While there was substan- 
tial testimony supporting a contrary view, I believe that the committee may 
find helpful a discussion of the primary factors which support the Veterans’ 
Administration's position that the present maXimum 4-percent interest rate is 
adequate, and that an increase in that rate is not warranted either in light of 
the present situation or the situation anticipated in the year ahead. 

Most of the criticism by lender participants centered upon the net yield ob- 
tainable from GI 4-percent loans in relation to other investment yields. It was 
pointed out that from the gross {-percent yield a one-half of 1 percent factor 
must be deducted in considering the net yield of the typical secondary market 
investor, since that is the figure commonly paid to the servicing agent. A fur- 
ther deduction must be made for home office expenses which according to the 
best available data amount to approximately three-tenths of 1 percent of the 
loan amount. Thus an investor purchasing mortgages from an originating 
mortgage company receives a net yield which falls in the neighborhood of 3.2 
percent. It should be recognized that the actual net yield figure experienced 
undoubtedly varies by individual lender depending upon such factors as size 
of portfolio efficiency of operation, and total servicing costs. It might be 
pointed out also that many institutions which originate loans locally for reten- 
tion in their own portfolios, such as Savings and loan associations and many 
banks, probably enjoy a higher net yield since the functions of origination and 
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servicing are integrated in a single operation. Likewise secondary investers 
who pay their servicers less than the customary one-half of 1 pereent servicing 
charge enjoy a correspondingly higher net yield. 

Moreover, it must be counted to the advantage of all holders of GI loans that 
the guaranty contract is so liberal and pervading that added elements of expense 
either in origination or liquidation are well covered, so that no dilution of the 
3.20 factor because of unsecured expenses or outlay is likely, nor need any appre- 
ciable fund be set aside as a reserve for such contingent outlay or to cover prin- 
cipal loss. 

In general, we take no exception to the net yield figures presented by the 
various industry spokesmen. We do, however, believe that insufficient emphasis 
was given to the proper measuring stick which should be used in assessing the 
relative investment attraction of VA-guaranteed 4-percent loans. Thus, the 
approximate 3.2-percent net yield factor quoted as characteristic for GlI-loan 
portfolios was repeatedly compared with the net yields obtainable on corporate 
bonds, ranging from triple-A corporate bonds to Baa-rated securities. It was 
pointed out that the highest grade corporate bonds may now be purchased to yield 
from 3.0 to 3.10 percent. One spokesman attached even greater significance to 
the yield obtainable on Baa bonds which may now be purchased in the market 
to yield approximately 3.6 percent. The availability of even higher yields was 
stressed where the securities are acquired through private negotiations for the 
purchase of new corporate issues, 

It is not our intention to deprecate the investment worth of the corporate 
securities which are included in the various yield series discussed. It is recog- 
nized that such securities represent the obligations of some of our strongest cor- 
porate enterprises. Many of them are “blue chip” investments and their rela- 
tively low yield in terms of bonds of lesser security reflect that high quality. 


THE GI 4-PERCENT RATE IS STILL COMPETITIV}I 


What we do contend is that the only fair basis of comparison in judging the 
investment attraction of the GI 4-percent loan is to relate its net vield to the yield 
obtainable on Government bonds. Since the GI loan is guaranteed by the 
Government for the top 60 percent of the loan, it must be regarded for all practi- 
cable purposes as a riskless security, which like Government bonds, is backed 
by the full credit and resources of the Government. When compared with Gov- 
ernment bonds, the relative investment position of the VA-guaranteed 4-percent 
loan shows up in a much more favorable light than in the comparisons made by 
other participants with corporate securities. Presently the average yield on 
long-term Government bonds is approximately 2.70. That figure is a full one-half 
of 1 percent below the net yield of 3.20 cited above as typical for those institu- 
ticnal investors which pay a one-half percent servicing fee. Admittedly that 
one-half of 1 percent spread has been narrowed from what it was prior to the 
upward shift in the structure of money yields which followed upon the monetary 
actions taken in the spring of 1951. Nonetheless the differential is there, and 
remains substantial even at the low point currently reached by he Government 
bond market. Moreover, an even more proper basis of comparison is with Gov- 
ernment bonds of intermediate maturity since the average mortgage portfolio has 
a high turn-over rate which reduces its average life to approximately 8S years, 
more or less. Government bonds of intermediate maturity now outstanding may 
be purchased to yield approximately 2.65 percent. 

The contention that the GI 4-percent rate is no longer competitive is, more- 
over, not borne out by the facts. Even in the present mortgage market the 
Veterans’ Administration continues to receive from 25,000 to 30,000 GI home- 
loan applications from lenders each month. While admittedly below peak activ- 
ity rates of the boom building year 1950, this rate of application volume is sub- 
stantial and does not compare unfavorably with other past periods in the rela 
tively brief history of the Gl-loan program. This experience is more impressive 
when allowance is made for the fact that the GI-loan program has been proceed- 
ing for some time under credit controls which constitute a substantial deterrent 
te prospective veteran home buyers. 

But to be accurate a qualification should be noted in discussing the current 
rate of GI-loan activity. Although the bulk of current GI loans are being made 
by private capital, the over-the-counter mortgage purchase program of the 
Federal National Mortgage Association is still supplying a substantial support 
in helping to make I loans available in many areas of the country. Thus, in 
the last half of 1951 approximately 16 percent of the total of GI loans made 





102 MORTGAGE FINANCING 


stemmed from Government funds supplied via the FNMA Government secondary 
market. At the same time, considering this source of support solely from 
the aspect of appraising the present rate of volume against past experience, it 
may be observed that FNMA was called upon in prior years to supply a higher 
rate of support. For example, in 1950 we estimate that FNMA capital supplied 
approximately one-third of the total of GI first-mortgage 4-percent loans made 
to veterans in that year. 


FNMA SUPPORT TO GI LOANS 


At this point it would appear appropriate to comment on the future role of 
the FNMA market in affording support for GI loans and to indicate our con- 
cern over the inability of FNMA to continue that support in the year ahead. 
In 1948 the very important need for Government secondary market support to 
the GI 4-percent loan in many communities was recognized by the Congress in 
the passage of legislation which made GI loans eligible for FNMA purchase. 
Further evidence of the desire of Congress to improve secondary market sup- 
port for the GI loan by FNMA was shown by an amendment to the law in 1949 
which permitted lenders to sell GI loans on an unrestricted basis to FNMA if 
they were unable to find a private buyer. For other loans eligible for purchase 
by FNMA, such as FHA title II loans, the lender could sell no more than 50 
percent of his eligible loan originations (a limitation which has remained in full 
effect except for military housing loans insured under title VIII of the National 
Housing Act). Thus the primary purpose of the FNMA market was altered 
and shaped legislatively to supply broad secondary market support to FHA- 
insured loans, and to VA-guaranteed 4-percent loans particularly. 

The present FNMA holding of GI loans is ample evidence that that legislative 
purpose was achieved and that a considerable support has been supplied by 
FNMA in the past. Currently FNMA holds approximately 230,000 GI first- 
mortgage loans with an outstanding loan balance of approximately $1.7 billion. 
But the true measure of the support function of FNMA is much broader than 
those statistical totals would indicate. Because lenders could rely upon the 
existence of the FNMA market in the event they could find no buyers in the 
private secondary market, the indirect support effects, so long as a substantial 
and reassuring unexpended balance was on hand in FNMA, afforded widespread 
encouragement to lenders to originate 4-percent loans to veterans. 

But on the other hand, historically, in a pattern currently being repeated, at 
the point where the balances available in FNMA become depleted, the assur- 
ance and with it the support vanish, and a “devil take the hindmost” rush takes 
heavy toll of the remainder. 

Currently FNMA holds an estimated $1.9 to $2 billion in mortgages as against 
its total authorization under the law of $2.75 billion. Unfortunately, however, 
the difference is not all available as a support to the GI loan. The reason is 
that FNMA has undergone a complete reorientation over the past year or more 
so that its major objective under prevailing policy is to give financing support 
to defense and military housing. The Defense Housing Act of 1951, effective 
last September 1, authorized FNMA to use $200 million of its remaining re- 
sources for advance commitments to purchase programed defense housing in 
defense areas, military housing loans, and loans in disaster areas. In addition, 
FNMA has earmarked another $400 million or more which is available only for 
the financing of programed defense housing and military housing. It is recog- 
nized that a portion of these funds will undoubtedly provide GI financing for 
defense workers in defense areas who are eligible World War II veterans, al- 
though the incidence of GI financing in such areas will be restricted in view 
of the fact that approximately 70 percent of the defense housing now being 
programed is to be built as rental housing. 

As the situation now stands, there is less than $150 million still available for 
general over-the-counter purchases which has not been earmarked or committed 
by FNMA. It might be pointed out also that that limited fund is available for 
the purchase of FHA loans as well as GI 4-percent loans. Moreover, at the 
present rate of sales of mortgages to FNMA, it seems a foregone conclusion that 
very shortly FNMA will have no more funds to buy GI loans other than those 
which may stem from programed sales housing in defense areas. 

I am not questioning the desirability of using FNMA resources to supplement 
private capital in the financing of whatever quantity of defense housing is needed. 
Nonetheless, the fact cannot be escaped that the use of FNMA funds for that 
purpose has virtually eliminated the efficacy of that market as a broad second- 
ary market support for the GI 4-percent loan. An even more pressing concern is 
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whether, in the current state of the mortgage market, private capital will be 
able to step into the breach to supply the 5,000 to 6,000 GI loans a month which 
FNMA capital has been supplying (actually in January FNMA purchased about 
8,000 GI loans). 

It is no part of my purpose to take issue with the use of FNMA to support de- 
fense housing needs. Nor is it part of my purpose to argue for new and larger 
appropriations to FNMA for GI-loan support. My sole purpose is to bring to the 
attention of the committee the significance of FNMA’s current role in relation to 
the GI-loan program, so that the committee may have the viewpoint of one charged 
with the administration of that law before it when it considers its action on these 
and related matters during the present session. 


MORTGAGE CAPITAL UNEVENLY DISTRIBUTED 


Getting away from the subject of FNMA, I would like to comment on the 
significance attached by Mr. W. A. Clark to a remark by me that the present 
supply of GI loans is “spotty and sparse.” It is indeed true that the present 
supply of mortgage capital for GI loans is not distributed evenly throughout the 
United States. Our statistics show that available GI loans are largely concen 
trated in the northeastern section of the United States and in a relatively few 
large urban centers in other parts of the country. It does not follow, however, as 
Mr. Clark contends, that an interest rate increase for GI loans would achieve an 
even flow of mortgage capital for GI loans into all areas. The uneven distribu- 
tion of funds available for long-term mortgage investment has ulways existed 
aud is by no means a unique characteristic of the GI 4-percent loan. As you know, 
there are some areas of our country where savings capital has been concentrated 
and where consequently mortgage money has been available in ample supply on 
liberal terms and at relatively low cost. There are many other areas, however, 
where the converse has been true, i.e., where the demand for mortgage capital 
has far outstripped the local supply. In capital-tight areas of the latter descrip- 
tion quite often the only prospect for obtaining the needed mortgage capital has 
been through the medium of interstate investment from the centers of relatively 
heavy concentrations of savings capital. Concededly, in partial agreement with 
Mr. Clark’s statement, a higher interest rate would improve the geographical 
distribution to a limited degree. But it is more likely his proposed increase would 
stimulate an oversupply in the areas least needing an added supply, with the 
result that premiums would once again prevail in those areas. 

The limited direct loan program of the Veterans’ Administration first author- 
ized by the Housing Act of 1950 and later extended by the Defense Housing Act 
of 1951, was enacted in clear recognition of the fact that World War IT veterans 
living in smaller towns and communities were generally unable to obtain long- 
term mortgage loans on the liberal terms and at the low interest rate offered by 
VA-guaranteed loans. In addition to the limited aid made available by a 
special-purpose program such as VA’s direct-loan program, however, I believe 
great hope for improvement lies in the direction of creating a central mortgage 
bank along the lines suggested by Senator Sparkman and other participants as a 
means of achieving a more fluid mobility of mortgage capital from areas of ample 
supply to those where local capital is insufficient. It is to be hoped that such a 
meritorious proposal will receive intensified study by your committee and by the 
industry groups who have the resources out of which the tremendous aggregate 
of capital necessary to effectuate the objectives of such a market must be 
derived. 

IMPROVED INVESTMENT CALIBER OF GI LOANS 


In reflecting on the stress which several participants laid upon the lack of 
flexibility in the maximum interest rates for Government-supported mortgage 
loans, in contrast to the marked changes which have taken place in the money 
market over the past year, I believe some qualifying comment is in order. 

Quite apart from the question of relative yields, while it is true that the GI 
loan interest rate maximum has been maintained unchanged at 4 percent, it is not 
true that the GI loan itself, in terms of investment caliber or net yield, has 
remained static. To the contrary, the intrinsic advantages of the GI loan to the 
investor have been greatly improved over the past several years in a number of 
important respects. For example, the Housing Act of 1950 increased the guar- 
anty protection to the lender by a considerable margin. Where previously the 
maximum guaranty on a VA home loan was 50 percent with a maximum guaranty 
of $4,000, the lender is now protected for the top 60 percent of the loan, and the 
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maximum guaranty amount has been raised to $7,500. In November of 1949, VA 
regulations were amended to permit the lender to charge a 1-percent origina- 
tion fee to the veteran borrower. While that 1 percent fee did not increase the 
lender’s income by the full amount of the charge, since it was permitted only in 
lieu of certain other origination expenses of the lender, it nonetheless did serve 
to “sweeten” the investment attraction of the GI 4-percent loan by providing an 
offset to origination costs. At that time it was generally agreed that for most 
lenders the 1-percent charge offered an additional profit incentive, probably 
averaging about one-half of 1 percent of the loan amount. 

In December 1948, VA regulations governing the conveyance of property were 
liberalized substantially from the lender’s standpoint. The present rules gov- 
erning liquidation provide a number of important advantages, e. g., the Veterans’ 
Administration will take the property upon foreclosure subject to redemption 
rights and without regard to whether the property is adversely occupied. Also 
the VA will accept title which is generally acceptable in the locality and does 
not insist upon a “marketable” title; VA will assume custody of the property 
and risk of loss due to property damage immediately after foreclosure even 
though the title has not yet been conveyed to the VA. These are by no means 
all of the advantageous aspects of VA’s rules governing property conveyance 
when foreclosure occurs, but. they serve to illustrate that the lender is afforded 
strong inducements to invest in GI loans quite apart from the permissible interest 
rate itself. 

In 1948, Congress added an incontestable clause to title III of the Servicemen’s 
Readjustment Act which provided a strong measure of protection previously 
lacking by enabling the lender to have confidence that the validity of the VA 
guaranty would not be questioned in the future because of mistake or mis- 
understanding on the part of either the lender or the VA field office. 

Other changes over the past several years have seen the establishment of mini- 
mum construction requirements, by the introduction of compliance inspections 
to guard against defective construction, and by a tightening of the VA appraisal 
and credit underwriting functions. Now, under credit controls, all GI loans 
require down payments. The investment attraction of the GI loan has also 
been bolstered by the wider acceptability now accorded to the GI loan among 
all types of lending institutions, including secondary market investors who 
supply mortgage capital on an interstate basis, in contrast to the earlier days of 
the VA loan guaranty program when the GI loan was regarded by many as a 
new and untried investment instrument. Last but not least is the outstanding 
record demonstrated by veterans in repaying their GI loan obligations and the 
warm respect which that attested record has generated among lenders. In con- 
trast to the fears expressed in the earlier years of the program, many lenders 
now point with pride to their GI loans and regard their veteran borrowers as 
their soundest credit risks. 

It is admittedly impossible to assign a fixed numerical weight to all of the 
above-discussed advantages from the investor’s standpoint. But it cannot be 
denied that they all have contributed to a substantial enhancement of the invest- 
ment appeal of the GI 4-percent loan and show clearly that the GI loan as an 
investment “package” has not stood still while everything else around it has 
changed. 


THE MORTGAGE MARKET SHOULD IMPROVE 


As stated earlier, we are not prepared to concede that the GI 4-percent rate 
has lost its competitive ability even in the present mortgage market. But we 
believe that the case against an increase in the maximum interest rate for GI 
loans is even stronger in view of the prospective improvement now beginning 
to take shape in the mortgage market. It is our belief that most of the deterring 
influences to mortgage investment are now beginning to diminish in importance 
and that the basic trends now evident portend an easing in the mortgage-supply 
situation, including the supply of funds available for investment in GI 4-percent 
loans. Briefly, the factors which underlie that belief may well be restated here 
in summary as follows: 

(a) The very large volume of mortgage commitments made by lenders in the 
latter part of 1950 and the early part of 1951 are now being worked out. This 
was clearly brought out in the statistics presented at the conference showing 
the sharp decline over recent months in the outstanding loan commitments of 
life-insurance companies. With the reduction in outstanding commitments to 
more normal levels now in sight, the pressure upon lenders to find new mortgage 
investments to keep their dollars employed will increase. 
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(b) The extremely high rate of peacetime savings out of current national 
income is being reflected in the record amounts of new money flowing as deposits 
into mortgage-iinancing institutions. That trend, plus very large principal re- 
payments on outstanding loans, is also steadily increasing the pressure to find 
available investment outlets. 

(c) The opportunities to invest in mortgages are gradually contracting as the 
credit controls and limitations on materials bite deeper, so that the swelling 
amount of investment money will be forced ot compete for a dwindling supply 
of new mortgages. 

(d) One deterrent to mortgage investment has been the greatly expanded 
investment opportunity in corporate securities which has arisen in connection 
with expanding capital outlays by business for defense-plant expansion and 
other defense-production purposes. Corporate borrowing is still proceeding at 
extremely high levels, but it is expected that the volume of such financing will 
soon begin to decline in rate as the initial tooling-up phases of the defense- 
production effort are completed. The probability of such a decline in the rate 
of corporate borrowing from present peak levels is strengthened in view of 
present defense-budget policy which contemplates an easing in the impact of 
defense expenditures upon the civilian economy by spreading the defense-pro- 
duction program over a longer period. 

(e) While lenders may be expected to have increasing difficulty in finding 
conventional and FHA borrowers who can meet the very substantial down pay- 
ment terms required for such loans, their potential customers among World 
War II veterans will be very large because of the preference which GI loans are 
given under the credit-control laws. For example, on a $12,000 house a non- 
veteran must put in $2,400 as a down payment with an FHA or conventional 
loan. With a GI loan the down payment required of the veteran is less than 
$1,000 ($960) in the same case. 

These we believe to be the major influences in the picture which point toward 
an increasing improvement in the mortgage supply situation, including an in- 
creased willingness on the part of lenders to invest in VA-guaranteed 4-percent 
louns. These various influences are reflected currently in VA’s most recent 
statistics. New appraisal requests for proposed construction, the first and most 
sensitive indicator of GI loan volume, reached a low point of 7,700 units in 
July 1951. Since that date the monthly total has moved almost steadily upward, 
reaching a monthly average of 15,000 in the last quarter of 1951, and a peak 
of 21,600 in January 1952, the highest number of units requested in any month 
since the October 1950 curbs were imposed. 

Some of this accelerated appraisal activity may well be arising from financing 
arrangements which reflect discounts or the absorption of discounts, which 
are set up to avoid or skirt the prohibitions of maximum fee schedules established 
pursuant to section 504 of the Housing Act of 1950. If these recourses are to 
be proscribed, such a prohibition could be accomplished only by substantially 
broadening and strengthening the present law. But such a step is not urged 
since no flagrant abuses such as compelled the Congress to enact the original 
section 504 have been noted. It is thought also that such arrangements may 
serve to compensate for and bridge over to some extent the consequences of 
temporary voids or maladjustments in the regular flow of mortgage money 
such as underlay the market during 1951. 


POSSIBLE INFLATIONARY EFFECTS OF AN INTEREST RATE INCREASE 


Another subject discussed was the possible inflationary effects of an increase 
in the maximum interest rate for Government guaranteed or insured loans. 
At one point during the discussion Mr. Martin, the Chairman of the Board of 
Governors of the Federal Reserve System, indicated that an increase in the rate 
would not be inflationary. As you probably noted, that indication was later 
capitalized upon by Mr. Clark as a favorable factor in presenting his arguments 
for a higher rate. 

It is deemed probable that the Federal Reserve Board’s expression is based 
upon the assumption that the 800,000 figure for new housing starts in 1952 
must be regarded as an absolute maximum and that whatever steps are neces- 
sary to achieve that goal will be undertaken by the Government. Viewed in 
that light, it is conceivable that an increase in the maximum interest rate 
for GI loans might be regarded as noninflationary, since the result wonld be to 
shift a substantial portion of conventional financing into FHA and GI loans 
with no additional increase in the net amount of the new mortgage indebtedness 
required to finance that level of starts. 
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It is my belief, however, that the stimulation of an increased GI loan interest 
rate would greatly increase the difficulties which the Government would en- 
counter in keeping maximum housing production within the desired goal, and that 
further, it might very well incline or force the Government to take other restrictive 
steps to keep within that goal. Also in the existing housing sector, I do not 
think there is any doubt that an increase in the GI loan interest rate would tend 
to inflate the expansion of mortgage credit in connection with the sale of existing 
homes. In the case of existing homes, there is no numerical goal to be controlled 
and a higher interest rate would greatly increase the effective demand of veterans 
in the housing market. It should not be inferred, of course, that we do not want 
to see a larger share of the housing supply go to veterans with the advantageous 
terms of GI financing. We want to see that trend very much but we would 
prefer to witness its accomplishment at the same low interest costs which have 
always been in effect for GI loans. We believe also that a gradual improvement in 
the availability of GI financing—now in prospect even with the 4-percent maximum 
rate maintained—will contribute far more to stability in the housing market 
than would a precipitous improvement caused by an increased interest rate, with 
the attendant inflationary dangers and the higher financing costs which veteran 
borrowers would have to bear. 

As the committee proceeds further with its consideration and study of the 
various points and problems related to the foregoing, it may be sure that the 
Veterans’ Administration will be glad to supply it promptly with any further 
anialysis or statistics which may serve to assist the committee. 


STATEMENT OF CLARENCE C. KLELN, PRESIDENT, NATIONAL ASSOCIATION OF HOUSING 
OFFICIALS, CHICAGO, ILL, 


Mr. Chairman, my name is Clarence C. Klein. I am president of the National 
Association of Housing Officials. I am also administrator of the Pittsburgh 
Housing Authority. 

At the recent hearing held by the Senate Banking and Currency Committee, 
Mr. William McChesney Martin, Chairman of the Board of Governors of the 
Federal Reserve System, made a statement to the effect that local housing 
authority bond issues have an inflationary effect on the general economy of the 
Nation. The National Association of Housing Officials wishes to present this 
statement to refute such contention. 

Mr. Martin stated in his testimony that in his opinion the 800,000 housing units 
scheduled for 1952 “can be meshed into the present picture without seriously 
disrupting the economy.” He pointed out that this was the Government’s policy 
and that the Federal Reserve Board had participated in the formation of that 
policy. 

In view of this statement, it is difficult for our organization to understand 
Mr. Martin’s statement to the effect that housing authority bonds are inflationary. 
Local housing authority bonds are no more inflationary than instruments for 
private housing financing. In fact it can be argued that they are less inflationary. 
Inflation is increased as the demand for goods and services increase, without a 
corresponding increase in the supply of such goods and services. Local housing 
authority bonds do not funnel funds into the hands of consumers and thereby 
increase available purchasing power. They do not per se increase the demand 
for goods since they finance housing which is part of the limited number of 
units scheduled for any one year. 

Mr. Martin stated that the economy can absorb an absolute volume of 800,000 
housing units in 1952. The way in which these 800,000 units are financed does 
not contribute one way or another to the inflationary pressure unless they are 
financed by means of direct Government obligations. Mr. Martin’s concern, 
therefore, should not be with the less than 10 percent portion of the 800,000 
units financed through local housing authority bonds. 

Mr. Martin was also concerned over the tax-exempt feature of local housing 
authority bonds. We assume from this that his objection runs to all bonds of 
States and their political subdivisions since all such bonds are tax exempt. 
If Mr. Martin objects to tax exemption for the securities of municipalities, he 
should not single out but one type of bond. Tax exemption of municipal securities 
is a separate subject and is divorced from the question of financing housing, 
public or private. This is a subject in which not just local housing authorities 
are interested ; and if it is to be raised, these groups should have an opportunity 
to be heard. 
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It is well to point out that if the tax-exemption feature were eliminated from 
local housing authority bonds, it would be cheaper for local-housing authorities 
to borrow money directly from the Federal Government to finance their projects. 
If such an alternative were provided, the Federal Government would kave to 
borrow in order to lend money to local-housing authorities. Federal borrowing 
would mean the issuance of Federal securities that could be used to extend bank 
credit. The Federal Reserve Board points out logically that expansion of bank 
credit is inflationary, and has advocated a fiscal policy to reduce or limit credit. 
We do not believe that the Federal Reserve Board would advocate a change 
in policy that would result in the issuance of securities that could be used for the 
expansion of bank credit. 

In summary, therefore, it seems unrealistic to label local housing authority 
bonds as inflationary. They are no more inflationary than the financing of 
private housing, the number of public-housing units are within the agreed-upon 
yearly limit, and shifting to direct Government financing would certainly be in- 
flationary. Our organization feels that Mr. Martin’s statement unfortunately did 
not take these matters into consideration. 


STATEMENT OF J. MAXWELL PRINGLE, MANAGER FHA INSURED MorTGAGE DEPART- 
MENT, STERN, LAUER & Co., New York, N. Y. 


There is a log jam—and a most serious one—in the production of vitally 
peeded housing, mostly for rent, in critical defense areas and on military bases. 

I think it is safe to say that this log jam would be quickly broken if a way 
could be found to secure commitments from long-term lenders (insurance com- 
panies and banks) to purchase the permanent loans—title VIII, section 803 
and title LX, sections 903 and 908—secured by such housing on military bases 
and in critical defense areas respectively. 

The problem is not construction loan money. There are still many short-term 
lenders willing to finance FHA housing up to the point of completion, but they 
do require take-out commitments for the long-term permanent mortgages. It is 
these take-out commitments that are, at the moment, virually unobtainable. 
Even Federal National Mortgage Association has no authority now to give such 
advance commitments. 

It is easy, but not very fair, to blame this state of affairs on the savings 
banks, life-insurance companies, and other investors in long-term mortgages. 
Such institutions invested heavily in FHA and VA mortgages all through 1950 
and the early part of 1951. Now that the general level of interest rates is up, 
making the unchanged 4 and 414-percent interest paid by FHA mortgages com- 
paratively less attractive, they can hardly be blamed for using the smaller 
amount of money they have available for investment in FHA mortgages to pur- 
chase the safest type of such mortgages, namely, title II 414’s secured by owner 
occupied homes in stable communities. In fact, as the custodian of other peo- 
ple’s money, they might be criticized for doing anything else. 

If FHA mortgages were rated, in the same way as municipal bonds, owner 
occupied title Il 44%4’s would, I think deserve the highest rating of AAA, title 
VIII military housing loans would deserve a rating of AA, and title TX, sections 
903 and 908 loans, while still a very sound investment, might be rated A. An 
A-rated bond is a good bond, but if the lending officer of a bank or an insurance 
company is offered, at the same time and to give the same net yield, two blocks 
of bonds, one rated AAA and the other A, it is obvious that if he buys either 
block, it won't be the A-rated bonds. 

Doesn't this matter of comparative quality, in FHA mortgages, as well as in 
bonds, suggest the way to remove the financing obstacle which has caused the 
log jam in defense and military housing? <A slight increase in the interest rate 
on title VIII, section S03, military-housing loans, and on title IX, sections 903 
and 908 loans secured by housing (largely rental) in critical defense areas 
would, in my opinion, result in commitments from private lenders for a very 
substantial part of all FHA titles VIII and LX loans. Recourse to Federal Na- 
tional Mortgage Association would seldom be necessary. Just what do I mean 
by slight increases in the interest rates and how could such increases be brought 
about? 

Title VIII (Wherry bill) loans now carry 4-percent interest. I believe that a 
nominal increase to 444 percent would make it possible to obtain commitments 
from private lenders for the great majority of the title VIII mortgages for which 
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FHA commitments have been issued or which will be issued this year. Monthly 
rentals in the average military housing project are around $75 per apartment. 
An increase of one-eighth of 1 percent in the interest rate would represent an 
additional cost to the sponsor of about $0.75 per month per apartment, 
and there are few sponsors who wouldn’t gladly absorb that nominal amount. 
To actually increase the interest rate on title VIII loans would require action by 
Congress, but it seems to me that the same result might be accomplished in an- 
other way. The FHA could, I believe, authorize the mortgagor corporation to 
execute a contract with the mortgagee providing that upon completion of the 
project, the mortgagor will pay the mortgagee a service or management fee 
of one-eighth of 1 percent a year, payable monthly on declining balances. I rec- 
ognize that such a fee would not be secured by the mortgage and that a failure 
to pay it would not constitute a default under the mortgage. Nevertheless, it 
would probably be acceptable to lenders and could be put into effect much more 
promptly than legislation Increasing the interesf rate could be passed by Con- 
gress. Furthermore, the FHA Commissioner could withhold approval of such a 
fee arrangement in cases where it appeared to him to be unnecessary. 

Title IX section 908 loans secured by multifamily rental housing projects in 
critical defense areas also carry 4 percent interest and are very similar to 
title VIII military housing loans. Although there are some who will differ with 
me, I believe that 908 mortgages, except in those cases where the project is lo- 
cated in a large, stable community, will be considered by most private lenders 
as inferior to title VIII mortages. Consequently, to make certain that a majority 
of the programed 908’s can be financed by private lenders rather than indirectly 
by the Government through Federal National Mortage Association, I believe that 
the interest rate should be increased to 444 percent. As in the case of title VIII, 
this would require action by Congress. A short cut again would be FHA con- 
sent to, and supervision of, an agreement on the part of the mortgagor to pay the 
mortgagee a service or management fee of one-fourth percent a year. Most 
sponsors would be willing to absorb the nominal additional cost of approximately 
$1.50 per month per apartment, 

Title LX, section 903 loans are secured by one- and two-family houses in 
critical defense areas and carry 444 percent interest. Most of the programed 
housing to be financed with title IX, section 903 mortgages will be for rent but 
even the small portion of 905 loans secured by houses that may be sold will be 
relatively unattractive because the mortgagors will be largely in-migrant de- 
fense workers or military personnel who wil! be required to make only relatively 
small down payments. Private lenders can’t be blamed for preferring title IT, 
section 203 owner-occupied 444’s to 903 414’s particularly when, as is true right 
now, title II's, the most desirable type of FHA mortgages, can be purchased at 
par for immediate delivery and at slight discounts for future delivery. To make 
903’s attractive to private lenders, the interest rate, particularly where the se- 
curity is rental housing, should be raised to 44% percent. Fortunately the FHA 
Commissioner has the right to increase this interest rate to 444 percent. No ac 
tion by Congress is necessary. Builders of 903 rental projects should not find it 
difficult to realize a fair operating profit even with their interest overhead in 
creased by $1.50 per unit per month. I venture to predict that inability to get 
financing at 4% percent will prevent far more projects from being built than 
would be prevented by an increase in the interest rate to 44% percent. 

I have made these recommendations with the full realization that the FHA, the 
VA, and Members of Congress regardless of party, are opposed to increasing the 
interest rate on FHA and VA loans. This, of course, is a controversial matter 
and I see no need, for the purpose of this discussion, to take a position either for 
or against a general advance in FHA and VA interest rates. In fact, I have been 
careful not to suggest an advance in interest rates except in the case of FHA 
mortgages (titles VIII and IX) secured by vitally needed rental housing on 
military bases and in critical defense areas. The very slight increase involved 
will be paid not by veterans (no suggestion has been made that the rate be in- 
creased on 4 percent VA 501’s), not by individual civilian home owners (I do 
not suggest any change in the 44, percent rate on title II, section 203’s), not 
even by the tenants in the military and title IX rental projects, but by the 
builders of those projects who will gladly accept slightly reduced future op- 
erating profits in order to avoid the serious extra costs resulting from the pres- 
ent inability to get their projects under way due to lack of mortgage financing. 

At least from the standpoint of breaking the log jam in military and defense 
housing, my recommendations would appear to be economically sound and not in- 
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consistent with the thinking of those who oppose higher interest rates to indi- 
vidual veteran and civilian home owners. 

Even with titles VIII and IX loans made relatively attractive to private 
lenders, there will naturally be some such loans which private lenders will be 
unwilling to make. Consequently, Federal National Mortgage Association will 
still need authority to issue advance commitments. The amount needed, how- 
ever, Will be just a fraction of what would otherwise be required and, of course, 
the inflationary effect of additional purchases by Federal National Mortgage 
Association will be greatly minimized. 

I hope that something preferably along the lines suggested here will be done 
to make title VIII and IX loans more attractive to private lenders. However, 
if nothing is done to make the loans themselves more attractive, Federal Na- 
tional Mortgage Association should, in my opinion, be granted authority by Con- 
gress to commit in advance for all such loans. 


CONGRESS OF INDUSTRIAL ORGANIZATIONS, 
NATIONAL HOUSING COMMITTEE, 
Washington, D. C., February 19, 1952. 
Hon. Burner R. MAYBANK, 
Chairman, Senate Banking and Currency Committee, 
United States Senate, Washington, D. C. 


DEAR SENATOR MAYBANK: I am advised that at a round table on mortgage 
financing conducted by your committee on February 6, opposition to issuance 
of credit for the financing of public housing was expressed by William McChesney 
Martin, Jr., Chairman of the Board of Governors of the Federal Reserve System. 

From the discussion which then took place it appears that Mr. Martin opposes 
as inflationary the issuance of bonds by local public-housing authorities for con- 
struction under the low-rent public housing program of any part of the 800,000 
starts contemplated for 1952. Under questioning, Mr. Martin made clear that 
the Board of Governors does not characterize the private financing of 800,000 
starts as inflationary. 

There are four points which I wish to call to the attention of the committee 
in connection with this latest statement of Federal Reserve Board policy with 
respect to public housing. 

1. The Reserve Board’s disapproval of issuance of credit for public housing, 
while approving credit expansion for private builders, is an outright discrimina- 
tion against low-income families who stand most in need of additional housing. 

In this respect the Board’s position, it shonld be noted, is consistent with its 
position on consumer credit. It has stood for tight restriction of consumer 
credit, which is the only means by which millions of low- and medium-income 
families can even hope to acquire automobiles and other consumer durable goods. 
Well-to-do and wealthy families are in no degree restricted in their spending 
by the Board’s consumer-credit regulations. 

2. The Board's position on severe restriction of credit for public housing and 
of consumer credit stands in marked contrast to its policy and performance with 
respect to bank loans to private business, 

The Board has not asked for authority to impose direct controls on bank 
credit generally, such as it has asked and received with respect to consumer 
credit. It has not renewed its request of 1947 for authority to establish special 
reserves which might provide some effective restraint on the expansion of bank 
credit. Its only move in this field has been to establish in March 1951 a Volun- 
tary Credit Restraint Committee, composed of bankers, investment houses, and 
savings and loan associations which has not effectively restrained the expansion 
of bank credit. 

Despite the existence of the Voluntary Credit Restraint Committee, business 
loans of weekly reporting banks increased by $214 billion, or 14 percent, in the 
last 5 months of 1951. More than half of this credit expansion was for non- 
defense purposes, and $1%% billion of it was for increased financing of business 
inventories in nondefense industries. Total loans of all banks increased by more 
than $4 billion during this period. 

3. While the Voluntary Credit Restraint Committee has proven an ineffective 
instrument for restraining loans to private business, it has from the start exerted 
particular pressure ogainst State and local government borrowing. I call your 
attention to its bulletin No. 3, issued May 4, 1951, and to the address of Governor 
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Powell May 26, 1951. These documents indicate strong opposition by this Volun- 
tary Committee to loans for meeting community needs for schools, sewers, and 
hospitals except in expanding communities. 

This opposition of the Voluntary Committee to public financing is most strik- 
ingly expressed in its veto of borrowings by public-utility districts in the State 
of Washington for the purpose of acquiring the properties of the Puget Sound 
Power & Light Co., as reported January 8, 1952. That this action is motivated 
by opposition to public ownership is sharply emphasized by the fact that bank 
credit to private utility companies has expanded by several hundred millions of 
dollars during the past year without interference from the Voluntary Committee. 

4. Chairman Martin’s outspoken opposition to public-housing loans before your 
committee represents a reversal of the Board’s position with respect to housing 
financed under the Federal housing program. The Program for Voluntary Credit 
Restraint promulgated by the Board on March 12, 1951, specifically stated that 
“this program would not seek to restrict loans guaranteed or insured, or author 
ized as to purpose by a Government agency, on the theory that they should be 
restricted, in accordance with national policy, at the source of guaranty or 
authorization.” 

Governor Powell, Chairman of the Voluntary Credit Restraint Committee, 
advised Housing Administrator Foley on May 25 that “the program for voluntary 
credit restraint does not apply to loans to public-housing agencies carrying out 
low-rent public-housing projects assisted under the United States Housing Act 
of 1937, as amended, or slum clearance and urban redevelopment projects, assisted 
under title I of the Housing Act of 1949.” 

At a press conference November 22, 1951, Governor Powell stated that lending 
institutions are constantly complaining about the inflationary impact of the 
public-housing programs. “The most insistent complaints,” he is quoted as say- 
ing, “come from the savings and loan associations.” 

Chairman Martin now advises your committee that the issuance of public 
housing bonds is of special concern to the Federal Reserve Board because the 
Voluntary Committee has been exerting strenuous efforts to keep down the volume 
of tax-exempt securities. 

I submit that the Board's position as stated last March 12—that it should not 
assume authority to restrict loans guaranteed or insured or authorized as to 
purpose by a Government agency—was correct. 

The decision is one for Congress to make and I urge your committee to take the 
necessary steps to make sure that the Federal Reserve Board and its Voluntary 
Credit Restraint Committee contine their exercise of authority to loans not guar- 
anteed or insured or authorized as to purpose by a Government agency. 

The need for low-rent public housing, especially to provide for workers’ fam- 
ilies in critical areas, is desperate. To permit private lending institutions or the 
Federal Reserve Board or its Voluntary Credit Restraint Committee to destroy 
that program would create incalculable hardship for middle-income and low- 
income families, The program which Congress has authorized in this field is 
certainly a minimum one, and it is unthinkable that the Chairman of the Fed 
eral Reserve Board would propose to confine the housing starts of 1952 to high- 
cost, high-rent units which only well-to-do families can afford. 

Sincerely, 
Warer P. RevtHen 
Chairman, National Housing Committers clo 


SUPPLEMENTAL STATEMENT TO THE SENATE BANKING AND CURRENCY COMMITTEE 
BY FRANKLIN D. RicHARDS, COMMISSIONER, FEDERAL HOUSING ADMINISTRATION 


At the conclusion of the round-table discussions it was suggested by the chair- 
man that it might be desirable for participants to file supplemental statements. 
I am, therefore, taking this apportunity to express further my views with 
reference to the housing job in 1952, its size, financing, and characteristics. 

Because so many pessimistic things have recently been said on the subject of 
housing and the mortgage market, I would like to say at the outset that I do 
not share this gloom. Even with the reduced housing production—even with the 
necessary stress of defense and military activities and anti-inflationary controls, 
I believe that with proper planning there is still plenty of opportunity for a 
good housing year ahead. 
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KEY TO MAINTAINING HEALTHY VOLUME 


The FHA is desirous of maintaining as high a level of residential construction 
as is possible within the confines of our national defense and anti-intlationary 
program. However, the program to build our national strength and our economic 
security must come first. Official announcement has been made that 800,000 
new units is an obtainable ceiling for 1952 under the now existing circumstances. 

I should like to review the areas in which I think the present housing need 
lies. We are in the midst of a national defense program. First, housing is 
vitally needed at many military installations. Second, it is of the utteost im- 
portance to produce adequate housing for in-migrant workets in critical de- 
fense areas. The housing needs of the military and those in critical areas are 
the most pressing demands on the industry today. 

Next in importance, in my opinion, comes increased production of housing 
that the average American family can afford. This latter field is by fur the 
largest but does not have the dramatic appeal of a current emergency. 

Now is the time, however, in my opinion, that the industry should recognize 
that the key to maintaining a healthy real estate and mortgage market may 
well be lower cost housing. If private industry is going to show that it can 
do the Nation's housing job—if we expect a continuing absorption of a high 
level of housing production—then the housing produced for the average Ameri- 
can family must be increased. Housing in 1952 should be priced for the average 
Income 





GROWING IMPORTANCE OF MORTGAGE FINANCE 


Since very few families who build or buy homes pay cash for them, the fact 
that the number of home-owning families in the country increased in the last 
decade from less than 1144 million to over 1944 million means that home finane- 
ing is an increasingly important feature of our national economy. 

i definitely believe that the residential mortgage industry will be in better 
condition in 1952 than it was in 1951, That is my considered opinion and I should 
like to review briefly some of the facts upon which I base that opinion. 

During the round table discussions before your committee it was stated that 
adequate financing would be available for needed military and defense housing 
if the FHA debenture rate were raised; if we would liberalize waste provisions 
in the regulations for titles VIII and IX; and if FHA would raise the maximum 
interest rate 

I should like to review these proposals which have been made to assure an 
adequate tlow of mortgage money in more detail than I did at the round table 
discussions 


DEBENTURE RATI 


The debenture rate under titles VIII and IX of the National Housing Act is 
2% percent and the term of the debentures issued under these titles is 10 years. 
Debentures are issued only if and when a property goes into default and the 
mortgage that is secured by the property is assigned to the FHA, or there is a 
foreclosure, or deed in lieu of foreclosure, and the property is conveyed to the 
Federal Housing Administration, 

In considering the effect of raising the debenture rate of titles VIII and IX 
on an investor's yield we have the experience of section 603 of title VI as a guide. 
In connection with section 605 cases, less than 144 percent went into default and 
were subsequently acquired by FHA. That means that the investor secured the 
full interest rate on 98% percent of all the 603 cases and that the debenture rate 
was only applicable in about 144 percent of all the mortgages insured. 

When it is probable that the debenture rate will only be applicable to a very 
small percentage of the mortgages insured, it would not appear to be a matter 
of major significance in the total mortgage market 

The fact seems to be that while an increase in debenture rate might theo- 
retically make the program look more attractive, it could not in actual operation 
be effective in producing an increased flow of mortgage money into these pro- 
grams 

While the FHA will consider whether or not a proposal to increase debenture 
rates should be made to the Secretary of the Treasury, we should not consider 
that a change which would affect only a small percentage of the mortgages 
would be vital 
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WASTE PROVISIONS 


Before reviewing the proposal to liberalize the waste provisions of the regula- 
tions, I should like to quote the definition of waste as it appears in our regula- 
tions: “permanent or substantial injury caused by unreasonable use, or abuse, and 
is not intended to include damage caused by ordinary wear and tear.” 

First it is interesting to note that there is no waste provision in connection 
with project mortgages insured under title VIII or section 908 of title IX. 

The “‘waste” provision of section 908 provides that if the unpaid principal at 
foreclosure exceeds 75 percent of the value at the time the commitment was 
issued, no “waste” provision applies. This means, as an example, that in the 
case of a 90 percent, 25-year, 903 mortgage, no “waste” provision would be 
applicable for the first 9 years of the life of the loan because it would take that 
long, in the ordinary course, to pay the mortgage down to 75 percent which is the 
point when the “waste” provision applies. Keeping in mind that the average 
actual life of an FHA-insured mortgage is only about S years, it would seem 
to me there would be no real value in liberalization of the waste provision. 


INTEREST RATI 


The proposal that FHA increase the maximum allowable interest rate is under 
continual study. I do not believe there has been a meeting of bankers or builders 
in the last year that this has not been discussed. Even though the industry 
was able to finance the start of 1,100,000 units last year, I was being told at 
every conference that the interest rate was too low to attract mortgage money. 

I have repeatedly made the statement that I thought FHA should have an 
effective and equitable rate. By this I mean a rate that will draw money into 
the insured mortgage system which, by the way, is a completely voluntary 
system 





When the regulations for title IX were issued, we fixed a 414 percent interest 
rate for section 903 and a 4 percent rate for section 908. Title VIII, Military 
Housing, has a 4 percent interest rate. Any consideration of interest rate 
naturally involves yield and I would like to give a very quick picture of what 
the vield is on 4 percent and 4144 percent insured mortgages. 

In view of the fact that payment of interest on bonds is made on a semiannual 
basis, whereas on FHA-insured loans interest is paid monthly, the 414 percent 
is equivalent to 4.29 percent on a semiannual payment basis. 

Estimated servicing costs on home mortgages have been generally agreed 
upon at one-half of 1 percent and home office costs at 0.30 of 1 percent. By 
deducting the servicing and home office costs totaling 0.80 of 1 percent from 
the 4.29 percent, the resulting yield is 3.49 percent. 

On the 4 percent project mortgages, the picture is even brighter because the 
servicing cost is less. I do not know what percentage of the total number of 
project loans are serviced directly by the long-term holder, but a substantial 
part are. Regardless of that, I am estimating servicing cost, and home office 
cost at 0.385 of 1 percent. Iam quite confident that is somewhere hear an average 
cost. 

Under tithe VIII and section 908 of tithe IX, the interest rate is 4 percent 
payable monthly. This is equivalent to 4.03 percent on a semiannual payment 
basis. Deducting 0.35 of 1 percent for servicing and home office costs leaves 
a net vield of 3.68 percent. 

The average yield of high grade corporate bonds, AAA, AA, and A, is currently 
about 3.06 percent. 

By comparing net yields on title VIII and title IX loans with the present 
yield on AAA, AA, and A bonds, it will be readily seen that FHA-insured Joans 
have a higher yield 

This comparison is even more favorable than I gave at your Committee's 
hearings last week for it is based on daily figures for February 4 through Febru- 
ary 7, as shown in Moody’s Investor’s Service. 

It is frequently said that FHA should have a flexible rate; that operating costs 
have gone up and the interest rate has remained the same. Although the rate 
has remained the same for nearly 2 years, premiums have come down and net 
yield has gone up. When premiums of 24% points were paid on a 414-percent 
loan the investor received a net yield of 3.08 percent ; now with the same interest 
rate and with a par market the investor receives a net yield of 3.49 percent. Even 
today at a 1-point premium the investor gets a net yield of 3.32 percent—0.24 
percent more than he received a year or so ago when he paid 244 points premium. 





MORTGAGE FINANCING 113 


I think it is apparent that net yield on FHA loans is higher today than almost 
any time during the last 2 vears. 

Another factor in studying the effectiveness of an interest rate is volume. Let 
us look at this record to see if the FHA fnterest rates have been effective. 

During 1950 we insured $4,300,000,000 of loans involving 507,000 living units. 

In 1951 FHA insured $3,200,000,000 of loans on 335,000 living units. 

Those are the latest insured figures I have, but we have received reports from 
field offices on applications filed in January and they are 33 percent higher than 
during the same month a year ago. 

Also the military housing volume under title VIII is a significant indicator of 
the attractiveness of 4-percent project mortgages. By the end of last month 
FHA had insured over $342,000,000 in loans on military housing and had about 
another $68,000,000 in commitments outstanding. 

As | interpret these facts they show the effectiveness of the FHA interest rate 
on both home and project mortgages. As I have said before, the entire insured 
mortgage system is completely voluntary and depends upon soundness and yield 
to attract private capital. 

Competition or the law of supply and demand also has a great deal to do with 
whether or not an interest rate is effective. Im my opinion, there is going to be 
a lower production of mortgages this year than there was last year. Furthermore 
there is going to be more money available as the volume of outstanding commit- 
ments is digested, and amortization and increased deposits accumulate. Present 
indications are that we will not have the same situation in 1952 that we did last 
year when lack of money tightened the market. 

I have been with the Federal Housing Administration since 1934, the year it 
Started to operate, and never at any time have we been able to get what we 
considered adequate funds in every section of America at the exact time it was 
needed. We could not during the war, and I do not think we are going to be 
able to in titles VIII and IX in every area this year. I think that is too much 
to expect, but generally speaking, I believe that there will be ample funds to do 
the job in most areas, 

From experience I know that any new title such as title VIIT or fitle IX has to 
go through a period of study and careful examination by lenders and builders 
before it is accepted. ‘That is only natural and logical. Soon after the section 
203D program was passed by Congress I attended the annual convention of the 
National Mortgage Bankers Association in New York and asked how many 
present would make 203D loans. Not one hand in the audience of several hun- 
dred was raised. A year later, when I again met with the association in Chicago, 
I was able to report that the 208D program was comprising about one-third of all 
the FHA commitments being issued and around one-fourth of a billion dollars in 
insurance had been written that first year. 

That is the usual pattern for new programs. It is not unusual that the oppor- 
tunities of titles VIII and IX are not fully understood. At the hearings it was 
apparent that there is still considerable misunderstanding, for I heard various 
references to title VII and title IN being too risky because the housing would be 
in isolated areas. 

As a matter of fact, tithe IX could be described as being between title IT and 
title VI. In title IX, mortgages are based on a percentage of value instead of 
cost as in title VI. It is necessary to see continued marketability which in itself 
would prohibit insuring loans in isolated areas which might reasonably be 
expected to become ghost towns. 

Another point which does not seem to be well understood is that the FHA 
director and chief underwriter join with the HHFA in setting up a well-considered 
program for defense housing in critical areas. This is desirable and necessary to 
make title IX effective inasmuch as title [IX cannot be used for other than 
programed housing. 

I think that as the real facts of the defense housing program are learned by 
lenders, it will be utilized and will grow in importance just like the 203D program 
and many others which have expanded and fulfilled the objectives of the 
legislation. 


CONCLUSION 


Looking back for more than a year there has been much talk about the avail- 
ability or lack of availability of permanent mortgage financing. During the early 
part of last year the mortgage money market tightened. However, with the 
absorption of past commitments and, in addition, amortization, pay-offs, and 
increased savings, many investors came back into the mortgage market during 
the latter part of 1951. Also, incidentally, many trustees of pension funds are 
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now exploring the advantages of mortgage investments. At the present time, the 
yield on FHA mortgages is better than competitive investments. It is already 
apparent that we have entered a new supply-and-demand environment in the 
mortgage Money market as a reduced volume of mortgages is being developed. 
Taking these facts into consideration leads me to the conclusion that competition 
for FHA mortgages may develop later in the year. 

In conclusion, I want to reiterate my optimism that is based on my confidence 
in the home-financing and construction industry. Considering its increased 
strength, leadership, and initiative, together with current economic conditions. 
I am convinced that the outlook is for a healthier, mort stable industry. 

The production of adequate housing will have an important role in making 
our country stronger and better and toward that end the FHA will give every 
help that can be given. 

On February 5, 1952, I presented a detailed statement of FHA operations to 
the Subcommittee on Housing of the Committee on Banking and Currency of the 
House of Representatives. The statement contains considerable information on 
the exact nature of FHA standards and procedures and I am pleased to im- 
corporate it as I believe it contains pertinent and valuable information. 


STATEMENT BY FRANKLIN D. RIcHARDS, COMMISSIONER, FEDERAL HOUSING ADMILN- 


ISTRATION, BEFORE THE SUBCOMMITTEE OF THE HoUsE BANKING AND CURRENCY 
(‘OM MITTEE 


I appreciate the opportunity to appear before your committee today and pre- 
sent, step by step, the manner in which the FHA mortgage insurance plan oper- 
ates. I shall endeavor to give you an outline of the organization, the standards 
that have been developed, our system of supervision with its checks and balances, 
and a brief summary of FHA accomplishments in carrying out the objectives of 
Congress as expressed in the National Housing Act. 

At the outset I want to say I appreciate that no system, however carefully 
planned, can always operate with perfect efficiency because it cannot eliminate 
the factor of mistakes in human judgment. Nevertheless, the FHA system has 
been so designed with requirements for constant reviews and checks to eliminate 
insofar as possible the human factor of error. 

In the last 17% years the FHA plan has grown from an idea to a very sub- 
stantial self-supporting Government administration. That is an enviable record. 
I believe it is based on sound legislation and sound administration of the opera- 
tions under that legislation. 

In passing the National Housing Act in 1934, the Congress stated that the 
primary objectives were to encourage improvement in housing standards and 
conditions ; to provide an adequate home-financing system; and to exert a sta- 
bilizing influence on the mortgage and residential real-estate market. 

Under authority of the National Housing Act, which bas been amended a 
number of times, the FHA provides insurance against loss on over 20 different 
types of loans relating to realty made by private lending institutions. 

The FHA does not make loans, and does not plan or build housing. I want 
to emphasize the fact that every cent of money advanced under any FHA plan is 
private capital of private lenders. It is important, too, to take into consideration 
that this is a completely voluntary system. The $25 billion in loans that the 
FHA has insured is solely because of the confidence of lenders and borrowers in 
the system. 

In order to render adequate and efficient service on a Nation-wide scale, the 
Federal Housing Administration operates on a decentralized basis. I have 
brought with me four organizational charts to show you. The first one demon- 
strates how Washington headquarters functions in order to establish policies, 
procedures, and standards. An executive board consisting of the principal staff 
officers in the Washington office considers policy and procedural matters and 
makes recommendations to the Commissioner. The greater portion of the head- 
quarters staff is required for housekeeping and extensive fiscal operations. 
Another function of Washington staff members is to supervise and check the 
work done in the 137 field offices of the Administration. In order to centralize 
control and supervision in an effective manner, the country is divided into five 
zones, each under the direction of a Zone Commissioner who divides his time 
between Washington headquarters and the field offices under his jurisdiction. 
Through the Zone Commissioner's office, the Audit Division and the Underwrit- 
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In the war emergency and in the present-day emergency, FHA has acted 
to see that production of housing is geared to national needs. 

The confidence of lenders and borrowers in the FHA system has meant stabiliza- 
tion of production in the building industry, building trades, and producers of 
equipment that goes into housing. 

From this general discussion of how the FHA operates and its effect on a broad 
seale, I should like to go into the actual processing of an application for home- 
mortgage insurance. I would like to give you a picture of just what happens, 
administratively and technically, in an FHA field office from the time an applica- 
tion for insurance is first discussed. 


PREAPPLICATION ANALYSIS 


When individual or groups of properties proposed to be constructed and offered 
as security for FHA-insured mortgages are situated in a subdivision, where the 
builder has unified control, i. e., where the lots form all or a part of a sub- 
division, which is not fully developed with recorded lots, installed streets, etc., 
land-planning processing is required. This land-planning processing takes the 
form of inspection of the land by FHA land planners and the FHA subdivision 
valuator and subsequent conferences with the sponsors in order to achieve the 
most desirable land development plan. This land-planning procedure takes 
specific cognizance of : 

1. Analysis of topographical data in order to determine the most desirable and 
practical locations of streets, lot grades, storm-water drainage, sanitary sewer 
lines, preservation of existing desirable conditions, such as large trees, existing 
contiguous built-up areas, if any, and similar practical land development con- 
siderations. 

2. If individual sewerage systems (septic tanks) or individual water-supply 
systems are proposed, FHA land-planning procedure requires that percolation 
tests of the soil (porosity) be taken at speci‘ed intervals, in order to determine 
the ability of the land to absorb septic tank effluent successfully without danger 
of pollution of water supply. The nature and extent of these and similar tests 
are specified in relation to required engineering data on stipulated FHA forms. 
Minimum capacities of septic tanks also are specified in relation to the size 
(number of bedrooms) of the properties proposed to be constructed on the lands. 
Street, grading (both rough and finish), landscaping, material, lot sizes, and 
similar items also are specified in the subdivision report 


RECEIVING PROCEDURE 


Following completion of preapplication discussions, the mortgagee submits a 
detailed application for insurance. 

All applications for mortgage insurance, remittances for fees and premiums, 
and all other documents associated with applications for mortgage insurance are 
initially handled in a receiving section. This section is supervised by a bonded 
clerk and all submissions are opened by a bonded clerk. The foregoing applies 
equally to submissions received by mail and over the counter. 

Clerks in the receiving section review all papers received to determine that 
required documents are present and properly executed; for example, applica- 
tions, plans and specifications, exhibits, contractor's bid or purchase agreement, 
property description, plot plans, ete. A bonded clerk is responsible for safe- 
guarding, receipting for, accounting for, recording and depositing of all checks, 
money orders, and other cash collections received in payment of fees or premiums, 

An official receipt is issued for each collection item and all collections are 
listed on schedules of coilection and certificates of deposit, prepared daily. At 
the end of each day a bonded clerk in the receiving section and the office man- 
ager, or other responsible official, independently verify the correctness of cash 
accounting records by comparing entries in the official receipts, schedules of 
collection, and certificates of deposit. doth the bonded clerk and the office 
manager signify this verification by signing the schedule of collection. All 
receipts are deposited daily in a Federal Reserve bank or in a bank approved 
by the Treasury Department as a Federal depositary. 

An identification number is assigned to each application received. All sup- 
porting documents associated with the application bear this number, and fees 
and premiums received are scheduled and deposited by the number assigned to 
the application. All papers associated with a particular application are filed 
in a binder bearing the case number of the application. These numbered binders 
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Establishes a valuation of the lot by comparison with other lots in the 
community which are suitable for similar development or which have been 
so developed ; 

Land valuation is made by comparison and the insuring office accumulates 
voluminous data with respect to land prices, land sales, cost of land develop- 
ment in the various areas within its jurisdiction. These data, for appraisal 
purposes, are similar in their use to the construction-cost data referred to 
previously. 

When the valuator has found the site eligible and has valued it, he adds to 
this value the estimate of construction cost. This constitutes the FHA estimate 
of reproduction cost, new. This figure constitutes the upper limit of value which 
can be found by the valuator. It will be noted from this operation that the 
Valuation and Architectural Sections are required to establish an upper limit of 
value in connection with proposed construction. 

In making out his report, the valuator must set forth this estimate of replace- 
ment cost. He is also required to show on his report the prevailing asking and 
sale prices for similar or comparable properties situated in the same or com- 
parable areas. These data, together with much collateral data required on the 
form, guide the valuator to his estimate of value by comparison. The prices 
which he finds being paid in the market may be greater than the replacement- 
cost estimate, but his final valuation would be, in this instance, limited to the 
replacement-cost estimate. However, the valuator may find prices paid being 
less than the replacement cost, and, in such case, his valuation would be the lesser 
of the two figures. The valuator also is required, in the case of properties to be 
rented, to make a valuation by capitalization. The lowest of the three value 
findings constitutes the final valuation made by the valuator. 

The case is now referred to the Mortgage Credit Section. Here the mortgage 
credit examiner analyzes the financial aspects of the mortgagor applicant, that 
is, the borrower. Financial information relative to the borrower is required 
to be included in the application exhibits. Such borrowers fall into two gen- 
eral categories, as follows: 

If the borrower is the builder, he is analyzed as to his capacity to build the 
property, with respect to 

Demonstrated building knowledge and experience; 

General credit record: and 

A financial statement indicating financial capacity to consummate the 
proposed building operation 

A determination of eligibility of this type of borrower will result in a so-called 








firm commitment or a conditional commitment. 
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of the sections, chairmaned by the chief underwriter, reviews the entire under- 
writing processing. 

Any section chief may amend the findings of a member of his staff but, if 
he does so, he assumes responsibility for the change and must set forth his 
findings upon the pertinent report and attach his initials thereto. 

After the processing of the case has been completed by each of the underwrit- 
ing sections, the case is transmitted to the chief underwriter, or his deputy, for 
final review. This review results in a recommendation of rejection or eligibility, 
made to the Director. 

In the processing of each section of the underwriting organization, the con- 
sideration of each of the factors required to be present in connection with each 
case, such as location of the property, design and construction of the structures, 
and the financial aspects of the mortgagor, result in— 

A rating of location; 
A rating of property ; and 
A rating of mortgagor. 

These ratings are expressed numerically and must be determined in order to 
complete the processing required in each section. The mortgage credit section 
takes all of these ratings and resolves them into “rating of mortgage pattern” 
which is, in turn, a numerical expression of the Composite opinion of all process- 
ing of the case of the extent of mortgage risk involved. 

If the ratings made by any of the sections result in a numerical finding of less 
than 50, the case is automatically rejected. 

Technical supervision of underwriting personnel and procedure. Each staff 
member of each underwriting section is subject to constant technical supervision 
by the chief or the deputy chief of the section. Section chiefs and their deputies 
are, in turn, subject to constant technical supervision by the chief underwriter. 
In addition to supervisory activities, the various named officials have the respon- 
sibility of periodically holding training and supervisory conferences with their 
respective staffs. The chief underwriter and all members of the underwriting di- 
Vision of each FHA office are, in turn, subject to Washington underwriting 
headquarters supervision and instruction. 

This latter activity is carried on through a constant flow of instructive cor- 


respondence of both general and specific nature. In addition, specialized super- 





Visors, that is, supervisors especially trained in valuation, architecture, land 
planning, cost estimation, and mortgage credit are detailed to insuring offices 
from time to time as the need appears. General underwriting supervisors, at- 
tached to underwriting headquarters, constantly travel their assigned 
comprising from 6 to 15 offices, for general supervision and instruction, 
spot-checking of Case processing in all sections, review and instruction 
ugement improvement programs in the underwriting work, advice and & 

tion in problem cases, and all other required phases o i iting } 

in order to improve the « olmMpetency and efficiency of the ut é Vriting 

The specialized supervisors are, in turn, supervised by underwriting hea 

section chiefs. The general underwriting supervisors report directly 

sistant Commissioner, underwriting, or his Deputy, : li 


quarters section chiefs. The Assistant Commissioner, unde ! 


dires tiy to the Commissioner 
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his part of the work. This constitutes the final result in underwriting 
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to principal and interest, first annual mortgage-insurance premiuin, inspections 
necessary during the progress of construction, the expiration date of the commit- 
ment, and all other factors pertinent to the contractual agreement being entered 
into between the Commissioner and the lending institution applying for mortgage 
insurance. 

After the commitment is typed, it is carefully checked by a clerk in charge of 
the Commitment Section prior to submission to the authorized agent for signa- 
ture. Only insuring-office directors and officers specifically designated by the 
Commissioner are permitted to sign commitments as authorized agents. A final 
review of the commitment, constituting approval of the recommendations con- 
tained in the underwriting report, is made by the authorized agent prior to 
signature. 

In the event that the authorized agent finds reason to disagree with recom- 
mendations on the underwriting report, differences of opinion are resolved by 
conference prior to issuance of the commitment for mortgage insurance. When 
differences cannot be resolved in the local office, the file is forwarded to Washing- 
ton headquarters for determination. 

After issuance of the commitment, documents designated for the inspection 
binder which includes the plans and specifications upon which the commitment is 
based, are forwarded to the Architectural Unit for use in conjunction with com 
pliance inspections to be made during the progress of construction. Other ma 
terial is placed in an office binder and is filed in the Office Management Division. 


COMPLIANCE-INSPECTION PROCEDURE 


Compliance inspections are made by FHA compliance inspectors to determine 
that during the course of construction properties are actually built in accordance 
with or better than the contract documents which constituted the agreements on 
which the commitment to insure was issued. Varying types of properties receive 
varying types and frequencies of inspection basically set forth as follows: 


Small properties (one- to four-family dwellings) : 

All such properties are required to have at least three inspections, one at 
the time of setting of the footings, or completion of foundations: another 
when the property is under roof, but when roughed-in plumbing and other 
mechanical equipment may be observed ; and the third when the construction 
of the building has been completed. 

Alternate or optional inspections may be and frequently are made at any 
time during construction, when in the opinion of the chief underwriter, 
chief architect, or the compliance inspector assigned to the work, it is 
desirable or necessary to do so. 

Multifamily properties (rental housing or large groups of small dwellings) : 

The objective here is to assign a full-time inspector on the job as personnel 
may be available. Inspectors (1) report to the chief architect periodically on 
the progress of the work, quantities and quality of materials on site; (2) 
recommends to the chief architect that construction change orders proposed 
by the owners and builders of the property be accepted or rejeeted, and (3) 
make recommendations of endorsement of mortgage insurance to cover 
construction-money advances made to builders from time to time if the 
mortgage-insurance contract so provides. Smaller projects of this type may 
have inspectors assigned as part-time, if in the judgment of the chief 
underwriter and chief architect the scope of the work is not great enough 
to require all of the time of an inspector. 

In addition to the general requirements of inspection of construction upon the 
site, compliance inspectors are required to report on the quantitative and qualita- 
tive aspects of construction of off-site sewers, water-supply lines, streets, and 
other similar requirements of construction beyond the mortgaged property which 
may be essential to eligibility of the property as security for a mortgage loan. 
Inspectors also are required to examine and report on the extent of required 
rough and finish grading, sodding, and other landscaping items stipulated in the 
plans and specifications, whether they be on or off the land comprising the 
individual properties. 

The FHA has established forms for use in reporting on the qualitative and 
quantitative aspects of all of these widely varying construction elements. When 
the reports are prepared by the inspector, they are reviewed in the Architectural 
Section of the office having jurisdiction and failures of compliance, if any, on the 
part of the builder are reported back to him and to the mortgage-money lender, 
in order that they may be periodically apprised of the acceptable or unacceptable 
progress of the work. 
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Personnel.—Personnel engaged in compliance-inspection work in the field are 
virtually all salaried employees. 

The chief architect is the official supervisor of compliance inspectors. How- 
ever, in FHA offices having a substantial load of compliance-inspection work the 
chief architect is authorized to appoint a member of his staff to act as a super 
visor of compliance inspectors. This supervision generally takes the form of 
unscheduled and unannounced spot-check inspections made by the supervisor. 
This supervisor also, from time to time, accompanies compliance inspectors on 
their rounds to check and instruct compliance inspectors in their work. 

Additional supervision of this phase of underwriting is given through general 
underwriting supervisors who are attached to the Washington underwriting 
headquarters staff and who have the responsibility of supervision of all phases 
of insuring office underwriting. including architectural, mortgage-credit, and 
Valuation activities. When required, specialized architectural supervisors who 
are members of the Architectural Section of the Washington Underwriting Head- 
quarters visit insuring offices and, by virtue of their specialized experience, 
provide thorough inspection and training to all insuring-office levels of personnel, 
including the chief architect 


° ESCROW PROCEDURI 


In order to insure a mortgage when it is impossible at the time to complete 
the improvements because of conditions beyond the control of the mortgagee or 
mortgagor, such as completion of landscaping work because of inclement weather 
conditions, the FHA employs an escrow procedure to provide adequate assurance 
of the completion of deferred items. This procedure may be recommended by 
either the mortgagee or the FHA when all the following conditions are effective: 

(1) The reason for noncompletion is one which makes it impracticable or 
inadvisable to proceed ; 
(2) The work to be deferred is of such character that its acceptable com 
pletion cannot be accomplished within a brief period of time, but there is 
assurance that it can be accomplished within a reasonable period ; 
(3) There remain no other requirements respecting improvements which 
have not been fulfilled, either by compliance or escrow ; 
(4) The mortgaged premises must include a dwelling that is safe, habit 
able, and essentially complete: 
(5) The occupants of the individual properties would not be seriously 
handicapped in the use of the properties by the deferment of the work, nor 
would postponement endanger, mar, or destroy work previously completed, 
and vehicular access during all weather conditions shall be assured during 
the interim; 
(6) The record of the mortgagee regarding fulfillment of earlier assur 
ances of completion is such as to warrant further similar transactions. 

The escrow may cover on-site and/or off-site work. The agreement must as 
sure the completion of on-site Work within 6 months and the completion of off 
site work within 12 months. The amount of the escrow is determined by the FHA 
and may not be less than double the FHA estimate of the cost of completing the 
deferred work, nor less than $100. The estimate is prepared by inspection per 
sonnel, is reviewed by the section chief, and recommended to the director by the 
chief underwriter. 

The director advises the mortgugee regarding our willingness to accept the 
assurance as an inducement to endorse the note for insurance. Prior to endorse 
ment, the closing unit checks the agreement to determine compliance with the 
requirements and verifies the proper execution of the document including the 
notarized signatures. A tickler file is maintained to assure follow-up prior to 
the date specified in the agreement, in the event the work has not been completed 
before that time. 

When the work has been completed, the mortgagee notifies the insuring office 
of such completion and requests an inspection of the work. The inspection is 
assigned to qualified technical personnel who examine the deferred work to 
determine compliance with the requirements of the commitment and the escrow 
agreement. A report is submitted to the section chief who reviews the report 
and submits it to the chief underwriter for his review and recommendations to 
the Director. If the work has been satisfactorily completed, the Director ad 
vises the mortgagee and authorizes the release of the escrowed funds. The file 
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in the case remains open for follow-up until such time as the mortgagee certifies 
that the escrowed funds have been disbursed. In the event the work has not 
been satisfactorily completed, the Director advises the mortgagee of the work 
requiring correction before any of the escrowed funds may be released. 

When the deferred work is not completed by the date specified in the agree- 
ment, the Director initiates a series of letters to the mortgagee calling for ful- 
fillment of the terms of the agreement and, if action is not taken, withdraws from 
such mortgagee any further benefits of the escrow procedure. 


CLOSING PROCEDURE 


When the final compliance inspection report is made showing that the con- 
struction has been completed in accordance with the approved plans and specifi- 
cations and all other conditions of a commitment for mortgage insurance have 
been complied with, or escrow agreement entered into, and prior to the expira- 
tion of the commitment, the lending institution submits credit instruments, in- 
cluding the mortgage note, evidence of compliance with conditions of the com- 
mitment, the first annual mortgage insurance premium, and requests endorse- 
ment of the note to signify insurance of the mortgage. 

After closing papers have been numbered and the mortgage insurance premium 
payment has been receipted for and scheduled for deposit by the Receiving 
Unit, the closing papers, together with the binder containing the application, the 
commitment, compliance inspection reports, and related documents are routed 
to the Closing Unit for review prior to insurance. 

A staff employee in the Closing Unit reviews the case to determine that all 
necessary papers, including the application, underwriting reports, commitment 
for insurance, credit instruments, are present and in order; that the property 
descriptions in the application, the commitment, and the mortgage are one and 
the same; that all conditions of the commitment have been fulfilled or are pro 
vided for in an escrow agreement; that the credit instruments are correct in all 
respects, and are insurable under the National Housing Act and Administrative 
Rules and Regulations issued thereunder; and that all earned fees and premiums 
due have been collected. 

If the case is deficient in any of the above respects, endorsement for insurance 
is withheld pending clarification or correction. If there have been overpayments 





of fees or premiums, refund vouchers are initiated. If earned fees or premiums 
due have not been collected, the lending institution is solicited for payment. If 
the case is in order in every respect, the note is prepared for the signature of 
the author ed ent 
Prior to signature, the authorized agent satisfies himself that all instru- 
ment nd documents are in order and that the mortgage is eligible for insurance. 
The signature of the authorized agent on the reverse side of the note consti- 
ites 108 ( the mortgag 
\ft I he dorsed instrument is returned to the lending insti 
itio the inspection binder is filed in the office, and the office binder is for- 
ded to Washington headquarters. 
REFUNDS OF FEES AND PREMIUMS COLLECTED 
I | ry analysis of 1 application for mortgage insurance discloses 
factors hic] ould preclude insurance, the underwriting repert recommends 
rejecti ‘ h se. Upon concurrence of the authorized agent, the case is re- 
ected for reasons specified in a notice to the lending institution and the entire 
pplication f a rofandad 
l sis of the application proceeds beyond the stage of preliminary exami- 
ni e application fee is considered to be earned regardless of whether the 
appiicatie Ss subse ntly withdrawn or the case is rejected for reasons which 
ender the 1 gage inelicil or insurance 
i plicatic ee IS S40. However, if the mortgage is insured, that portion 
h i on fe h OXCeSS « 20 is refunded to the lending institution. 
‘ 0 eins net s considered to be earned unless the mortgage 
: t ! ed ndorsement of the authorized agent. If premiums are 
received and deposited on the account of mortgages hich are not subsequently 
nsured, such pret ms are refunded to the lending institution 
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PROPERTY MANAGEMENT 


After a mortgage is insured, there are many operations to be performed by 
FHA. The most important of these are: 

The collection of annual mortgage insurance premiums : 
Investment of earned surplus and insurance reserves ; 
Mortgage servicing to avoid or cure defaults ; 

Payment of claims: 

Acquisition and management of properties ; 

Servicing of mortgages assigned in lieu of foreclosure; and 
The sale of acquired properties. 

Mortgaging servicing activities of the Administration are constantly increas- 
ing both in magnitude and importance. We advise and consult with mortgagees 
with respect to all aspects of project mortgages subsequent to final endorsement 
for insurance and maintain a continual analysis of insured project operations 
and financial statements to determine the method, scope, and soundness of 
operations, compliance with established rental schedules, and other financial 
requirements. 

We examine and approve appropriate extension and modification agreements 
designed to protect the mortgagor against foreclosure resulting from adverse 
circumstances of a temporary nature. 

In the field of small-home insurance we likewise maintain complete records 
of all default cases and through our field offices we cooperate with the lending 
institutions and the mortgagors in effecting correction of such conditions when- 
ever possible. 

When all efforts to avert foreclosure have failed, the mortgagee may transfer 
title of the property, or, under some sections of the act, assign the mortgage to 
the Commissioner and receive Federal Housing Administration debentures in 
accordance with the insurance contract or it may elect to retain the property. 
The insurance contract is terminated upon the happening of either event. 

When the lending institution elects to assign a mortgage to the Administra- 
tion, we having become the actual mortgagee continue our efforts to correct the 
condition of default, and failing to do so must acquire title by foreclosure or by 
acceptance of a deed which may be tendered in lieu of foreclosure. 

The management and eventual sale of all properties acquired by the Commis- 
sioner is handled by the property management staff under general policies and 
procedures recommended to the Commissioner by the 


General Counsel and 
Assistant Commissioners. 


No sale of a project or group of small homes may 
be concluded without the specific concurrence of the Commissioner. 

Caution is exercised in establishing rental rates and sales prices to avoid 
underpricing the market and thereby adversely affecting other properties. The 
minimum acceptable price and terms of a project offered for sale are publicly 


advertised to afford the opportunity of bidding to any interested party. 





FISCAL OPERATIONS 


The original National Housing Act was approved June 27, 1934. It 


has been 
amended 44 times in 1745 yeurs. 


Many of these amendments introduced new 
programs for which new insurance funds were established. We are 
ing eight separate insurance funds, as follows: 

Title I insurance fund 

Title I housing insurance fund 

Mutual mortgage insurance fund 

Housing insurance fund 

War housing insurance fund 

Housing investment insurance fund 

Military housing insurance fund 

National defense bousing insurance fund 


how operat- 


One of these funds, namely the mutual mortgage insurance fund, created under 
title LI of the act, embraces a number of separate group a: unts Section BOD 
of the act provides that morteages insured under i 4) be classified 
into groups in accordance with sound actuarial practice and : beat 

Each group account is credited with the incom nl 

mses and tosses of the mortgages I the group il i l e @ ect é 
expenses and losses, the resultant ¢ edit balance is distril ( n the form 
of participation payments to mortgagors of the group ' ayment ful 
of their mortgayzes, o1 upon tertnimation of the group account Ag up account 
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is terminated when the amounts to be distributed are sufficient to pay off the 
unpaid principal of the mortgages remaining in the group, or when all out- 
Standing mortgages in the group have been paid. 

Two-hundred ninety-iour group accounts have been established and 207 are 
still in force; the S7 others have been terminated. 

The first participation payments were made as of January 1, 1944, and dur- 
ing the 8 years following that date total payments of over $34 million have been 
made on about 309,000 insured loans. 

Each group account is a separate financial and insurance entity in that it 
supports its insurance losses and expenses from its ewn premium, fee, and in- 
vestment income. A group account may for this purpose be viewed as a sepa- 
rate insurance company, and the group account system as a. multitude: of. dis 
tinct insurance companies. 

There is, however, a reinsuring device which binds the separate group ac- 
counts, and this is known as the general reinsurance account. The general rein- 
surance account is credited at the termination of each group account with 10 
percent of the premiums collected by the group account. In turn, the general 
reinsurance account absorbs the deficit, if any, which remains at the termina- 
tion of a group account. 

From the establishment of the Federal Housing Administration in 1934 
through November 30, 1951, its gross income from fees, insurance premiums, 
and income on investments totaled nearly $588,000,000 while operating expenses 
and losses amounted to less than $313,000,0C0, including reserves for losses on 
defaulted title I notes held by the Administration. These figures exclude both 
expenses and losses from title I operations prior to June 30, 1939, when collec- 
tion of premiums under this program were first authorized. Total earnings 
and capital available for future insurance losses as of November 30, 1951, were 
$294 000,000, 

Expenses of administration during the first three fiscal years of its exist- 
ence, 1935 through 1937, were met from funds advanced through the Reconstrue- 
tion Finance Corporation by the United States Treasury. During the next three 
fiscal years, 1938 through 1940, partial payments of operating expenses were 
met from income. Since July 1, 1940, FHA operating expenses have been paid 
in total by allocation from its income. 

Gross income during the fiscal year 1951 under all insurance operations of the 
Federal Housing Administration totaled $98 million. Expenses of administer- 
ing the agency during the fiscal year 1951 amounted to $31.2 million, leaving an 
excess of gross income over operating expenses of 566.8 million to be added 
to the various insurance funds. 

The excess of gross income over operating expenses for the fiscal year 1952 
is estimated at $78.2 million. 

The total losses in all insurance funds including moderization and improve- 
ment loans under title I from the inception of FHA through November 30, 1951, 
are a fraction of 1 percent of the total insurance written. 

The National Housing Act provides that excess moneys not needed for current 
operations shall be deposited with the Treasurer of the United States to the 
credit of the respective funds or invested in bonds or other obligations of the 
United States. Such investments are made upon the recommendation of the 
Finance Committee and concurrence of the Commissioner. The book value of 
our investment account as of November 30, 1951, was $284.7 million, all of which 
is invested in United States Government securities. The annual yield on these 
investments is 2.48 percent. 





COMPLAINT PROCEDURE 


A specific procedure for the handling of construction complaints made by 
owner occupants after insurance comprises the following actions by the field 
offices : 

1. The designation of a qualified person with complete responsibility for the 
handling of complaints. 

2. Immediate acknowledgment of the complaint letter and referral of the 
complaint to the Chief Underwriter for field inspection or review by the appro- 
priate underwriting unit. Written reports are to be returned to the administra- 
tive officer who will then decide the action necessary in bringing the condition 
to the attention of the builder or mortgagee or both. 

3. A definite record of each case is maintained and,a follow-up is made at 
prompt intervals to avoid any unnecessary delay. Such record also shows the 
status of the action taken; namely, satisfactory adjustment, further considera- 
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tion UDjustified, or the complaint charged against the builder as a failure to 
Cooperate. 

4. Failure CO correct Serious or Justifiable Complaints wi} result in adminis- 
trative determination fo restrict the offending builder as to further commit- 
ments. 

Complaints may be sent direct to the field Office which handled the case or Sent 
direct to Washington, If the Complaint comes to Washington the zone conmnis- 
Stoner having Jurisdiction sends the Complaint to the Director y ith instructions 
to inVestionte and submit a report of his findings and the resuitg of his efforts 
to obtain Satisfactory adjustment. The Director iN any case investigates the 
merits of the COMpPlaint and if it appears from his eXamination that the Complaing 
is justified and the fant of the builder, efforts are made to have the builder 
make corrections. 

Construction complaints cover a multitude of Specific items and in many jn- 
stances represent a sreat difference Of opinion ac between What the builder 
considers he asreed and is obligated to furnish and what the purchaser thought 
he was buying or intended to buy. Such a divergence of Opinion at the initia} 
Stages sometimes Strains the relations between the builder and Purchaser to 
such an extent as to cause any amicable adjustment to be extremely diffi ‘ult 
The Purchaser may consult an attorney whose opinion as to the Obligation of 
the builder Will be completely gt variance with the opinion of the attorney for 
the builder. Honest disputes arise with respect to the responsibility ¢ T deficien- 
cies in the work performed by a subcontractor or deficiencies in the Performance 
of certain if, Ms Of equipment Purchased by the builder relying on representation 
of Performance made by a dealer or manufacturer. 

These Situations demonstrate the many problems Which arise, the hature of 
Whi¢h makes it extremely difficult: for this Administration to effect voluntary 
adjustments 48 Well as to emphasize the limitations on the authority of the FHA 
to determine the rights and obligations of the builder and the purchaser. 

However, Our experience Over the years has indicated that in justifiable com- 
Plaint cases the FHA field offices have been able in most “ases to have the 
differences satisfactorily adjusted on a Voluntary basis. 

Title VJ G08 

In view of the interesy and comments With reference to the renta} housing 
Program under Section GOS of title VI, |] Would like to comment briefly on that 
legislation 

Title V] of the Nationa] Housing Act was originally enacted in 194] to provide 
a mortgage insurance Program for the Production Of defense housing and later 
war housing. 

Title V1 was amended and reinstitutea in May of IN46 and Was cited as the 
“Veterans Emergency Housing Act of 1946." The act indicated that its purpose 
Was to “assist in reliey ing the “ucute shortage of housing Which now exists and to 
increase the supply of housing #ccommodations ivailable to veterans of World 
War II at prices within their reasonable ability to Pay.” Section 603 of this 
title covered Inortgage insurance for Properties of one- to four family structures 
Section 608 Was mortgage insurance for multifamily rental Structures. 

One of the sreatest needs in the immediate Postwar period Was to provide rental 
accommodations to returning veterans and their families y ho were hot in a 
Position to purchase a home. The Nationa] Housing Act already contained under 
title IT, Section 207, a System for the insurance Of Mortgages on multifamily rental 
Structures. However, it was felt that added incentives were needed to attract 
Sponsors and builders as Well as mortgage lenders to quickly Provide a large 
volume of such “onstruction, The Statutory Provisions of Section 608 were 
designed to Provide that incentive. 

Where Section 207 of title TI, ay that time. Provided for a maximum nortgage 
Of 80 percent of the Commissioner's estimate of the Value of the property, section 
608 Provided for a maXimum mortgage of not more than 909 Percent of the 
Commissioner estimate of the necessary current costs (inelnding the land and 
such initia] Service charges and such appraisal, inspection. and other fees that 
the Commissioner Shall approve). 

The immediate Postwar years Were times of rising Costs and materia] shortages. 
Mortgages based on values derived by regular valuation Principles and concepts 
no doubt would have required greater equity investments than ‘POnSors would 
be Willing to undertake under those conditions. Legislative history indicates 
that the intent of the Congress Was that Mortgages based on the costs encountered 
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in producing the properties were necessary if the purpose of. the veterans 
emergency housing program was to be accomplished. 

I think it is essential that your subcommittee understand the difficulties 
inherent in an insurance operation which by statute must be based upon an 
estimate of cost. The estimate of cost upon which the insurance commitment 
is granted must be made in advance of construction. Moreover, the estimates 
of cost necessarily must be based upon the cost encountered by typical builders. 
When estimates are based upon costs of typical builders those builders who are 
more efficient operate at an advantage while those builders who are less efficient 
operate at a disadvantage. This is clearly demonstrated by the fact that even 
when construction work is put out at competitive bids, the bids actually received 
will vary widely. Your subcommittee will also recall that it was because of these 
very difficulties which are inherent in insuring on a basis of necessary current 
costs that we did not look with favor on the original proposal to establish the 
military housing insurance title of the National Housing Act on the basis of 95 
percent of costs and that legislation was subsequently amended to place it on*a 
90-percent cost basis. 

We believe, however, the title VI legislation did accomplish its purpose both 
in the increased production of housing constructed for sale under section 603 
and for rent under section 608. 

Since 1946 under section 608 we have insured 286,594 units and under section 
608 we have insured 6,523 projects involving 423,442 dwelling units. Further, 
when in our opinion it appeared that title VI had accomplished its purpose, we 
did not recommend further extension. Section 603 expired on April 1, 1945 
However, the Congress extended section 60S until March 1, 1950, and provided 
substantial additional insurance authorization. 

Questions have arisen on various occasions with respect to land valuation under 
section 608, presumably because in many instances it involved the purchase and 
development of raw land. Our approach to the valuation of land under section 
608 is no different than other sections of the act where new construction is 
involved. 

In new construction we must arrive at an estimate of the value of the land 
based on all the improvements being provided to meet the requirements of the 
residential construction when completed. A basis for making such a deter 
mination is to estimate the available market price of sites equivalent to the sub 
ject site having characteristics similar to the site being valued in the condition it 
will be in when off-site improvements have been completed. It does not neces 
sarily follow in the development of raw land that its value will equal cost of the 
land plus the cost of off-site improvements. However, such might be the case 

Questions have also arisen with respect to speculation in the resale of commit- 
ments that were issued under section 608. Our policy has been against consent 
ing to the substitution of mortgagor, sponsor, or sponsors when such substitution 
was purely for speculative purposes. 

The commitments were issued to mortgagees in behalf of designated corporate 
sponsors or individual mortgagors. Such individual or corporate sponsorship 
could not be changed without the consent of the mortgagee and the FHA result- 
ing in an amended commitment. Substitutions were therefore within the con- 
trol of the FHA. The same processing criteria for determination of eligibility 
were applied to the determination of approval of such substitution as were ap- 
plied in determining eligibility of the original sponsor or mortgagor. It must be 
remembered, however, that sale of stock in a corporation could take place with- 
out our approval and therefore without our knowledge. 

Title I 

While I have endeavored to give you a picture of a typical home mortgage 
operation and not go into details on the several other insurance plans, I would 
like to touch briefly on title I. 

Section 2 of title 1 of the act authorizes the FHA to insure financial institu- 
tions against loss on loans made to finance alterations, repairs, and improvements 
to existing structures and the building of small new structures for nonresidential 
use. 

These loans are made by private lending institutions, of which there are about 
7,000, to borrowers with satisfactory incomes and credit records who either own 
the property, have a lease expiring not less than 6 months beyond the maturity 
of the loan, or are purchasing the property on contract. An insurance charge has 
been paid by the lender on each loan made since July 1, 1939. 
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Property improvement loan insurance under title I was originally provided as 
an emergency measure for the purpose of encouraging lending institutions to 
make money available on unsecured loans at reasonable charges in order to 
preserve and improve existing properties and to assist in reviving activity in 
the construction industry, which was almost at a standstill when the act was 
passed in 1934. The insurance authorization was limited to loans made in a 
period of 18 months ending December 31, 1935. The expiration date has been 
advanced by successive amendments, and under present legislation is set at June 
30, 1955. 

CONCLUSION 


Before closing this statement I would like to tell you something of our personnel 
policies. We have given to each person working for FHA an Employees Hand- 
book. This booklet is also given to each new employee as he or she enters on duty. 
The first page contains a message from me in which I say: “Each of us at the 
FHA has a part in the vital program of housing. The work we do affects the 
lives of millions of people. We share the responsibility of working toward the 
fulfillment of the national goal of decent housing for all American families. I 
um sure each of you will do your full share and achieve the satisfaction of worth 
while accomplishments.” 

I have personally addressed as a group the employees of most of our field offices 
and many of the divisions of the Washington office I have invariably told 
them that the good reputation of the FHA is founded on its employees. Accord- 
ingly, great care is devoted to the recruitment, selection, training and super 
vision of personnel. 

With reference to personnel policy let me again quote from the Employees 
Handbook : 

Conduct—Each person will do well to keep in mind the fact that as an em 
ployee of the United States Government he must render a greater accountability 
for his actions than would be necessary were he in private business. 

“Employees must conduct themselves at all times in such a manner that em- 
barrassment will never be caused to the Government or to the FILA. This re- 
quires that, in both official and personal conduct, each employee must strictly ad 
here to a code of ethics which is second to none in it high demands to personal 
integrity. 

“The maintenance of public confidence requires that an employee should not 
recommend the use of any particular or identified corporation, partnership, or 
private individual or group as an intermediary for the purpose of assisting in 
transactions before the FHA. 

“Participation in any activities which may involve an improper utilization of 
information gained through governmental employment or the use of official in 
formation to advance personal interest cannot be tolerated. 

“Outside activities —The FHA policy on outside activities specifically pro- 
hibits any employee from engaging in any employment or activity including finan 
cial interests outside his FHA employment without first obtaining the approval 
of the Director of Personnel. 

“In exceptional cases the FHA may approve the performance of certain out 
side activities by its employees. However, all employees at the time of their 
entrance on duty are required to execute an affidavit, either stating that they 
have no outside activities, or setting forth any such activities in which they 
are or intend to be engaged, for the approval or disapproval of the Director of 
Personnel. The employee further certifies in the affidavit that he will not engage 
in any other activities without the specific written approval of the Director of 
Personnel 

“Strict adherence to this established policy is mandatory. In view of this, 
the language of the affidavit Was purposely and carefully drawn so as te relieve 
each employee of the responsibility of substituting his judgment with respect 
to acceptable outside activities for that of the Director of Personnel. 

“Gratuities —No employer shall accept or agree to accept any favor, gratuitous 
service, gift, loan, or any item of value in any form whatsoever, directly or 
indirectly, from any person or organization which has done, is doing, or proposes 
to do business with this Administration. Situations will undoubtedly arise 
where it may be embarrassing to refuse or to return the gift, but still this is 
no justilication for keeping it. 

“Relationship of former employees with FHA.—Former employees of the 
Federal Housing Administration frequently engage in mortgage tinancing, real 
estate, or some other form of activity which is affiliated with housing and 
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insured mortgage financing. Occasionally, they also serve as consultants to 
persons whose work is in these fields. 

“Former employees, however, despite their acquaintance with members of 
the FHA staffs, are not to enjoy a position of advantage in their dealings with 
this agency, and are not to be accorded any treatment other than that which 
is given to all other individuals in the same line of business. They are not to 
be given any advance information regarding decisions which are to be made, 
nor may they be placed in a position of appearing to have, or actually having, 
any knowledge which is not at the same time available to everyone else. They 
are not to have preferential access to any of our offices, nor may they be 
afforded any privileges which are not also at the disposal of other individuals, 
Furthermore, those cases or projects in which other people are the principals 
are not to be discussed with former employees, unless the insuring office is 
satisfied that the latter are the authorized agents for the principals. 

“No former employee of the Federal Housing Administration, nor anyone 
knowingly acting on behalf of, or under the direct supervision of, such person, 
may within a period of 2 vears after termination of such employment appear 
in a representative capacity before the Federal Housing Administration unless 
he obtains the prior approval of the Commissioner or a person authorized by 
the Commissioner to grant such approval. 

“Dis iplinary actions.—The Federal Housing Administration will take prompt 
disciplinary action against an employee when his conduct or performance is 
such as to bring discredit to the agency, or whenever his performance does not 
satisfactorily meet the standards established for his work. Each supervisor is 
held responsible for the prompt reporting of any improper conduct or un- 
satisfactory performance of the employees under his supervision. Disciplinary 
action will be taken only by the proper authority and after deliberate and careful 
consideration of all relevant facts. 

“There are four major types of disciplinary actions: 

1. Reprimand ; 


2. Suspension ; 
3. Demotion: and 
4. Separation.” 


A review of the operations of FHA will show that when improper conduct 
of employees has been discovered disciplinary action has been taken. 

The Handbook for Employees was written as an expression of faith both in 
the dignity of the individual employee and in the work itself. I have every 
reason to feel confident that our employees as a whole are discharging their 
duties in a very creditable manner. 

In conclusion let me say that the FHA insurance plan has grown in the last 
17% years from a bold experiment to an accepted American institution. 

I should like to state again, that the Congress, in passing the National Housing 
Act and in establishing the FHA, intended to (1) encourage improvement in 
housing conditions: (2) previde an adequate home-financing system to make 
suitable housing accommodations available for American families; and (3) 
have the insured mortgage system exercise a stabilizing influence in the mort- 
gage and residential real-estate markets. Through the years these objectives 
have been developed into tangible accomplishments. Some of the enduring 
benefits that can be accredited to the mortgage-insprance system,include making 
it possible for an average American family to have a home of its own soundly 
designed, soundly constructed, and soundly financed with a low interest, long- 
term, single mortgage that has regular monthly payments to principal, improv- 
ing housing conditions and standards through minimum property requirements, 
expanding the mortgage market through a standardized instrument and uni- 
form processing so that mortgage lending operates on a national scale, improv- 
ing community growth through land planning and market analysis. 

These and many other accomplishents testify to the soundness of the original 
concept of mortgage insurance. 

I have personally been associated with the FHA since 1934, the year it was 
established by the Congress. I have seen the FHA system in practical opera- 
tion as a Director for the State of Utah. Later I became Zone Commissioner 
for the far Western States and saw the tremendous development of housing 
under the FHA plan in that area during the war years. In 1946 it was my 
privilege to be appointed Assistant Commissioner in charge of all field operations, 
so that I became acquainted with conditions and developments throughout the 
country. Since 1947 I have been Commissioner. 
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I personally, and we as the employees of FHA, have great pride in its ac- 
complishments. However, we must not underestimate our responsibilities in 
times like these. The lessons of past experience must be remembered. The 
objectives of the National Housing Act are as timely today as ever before. I 
look forward with confidence that the usefulness of the FHA—to the people of 
the country and to industry—will continue te grow. To that end we will strive. 


STATEMENT OF IRA ROBBINS, CHAIRMAN OF THE BoArp or DIRECTORS, NATIONAI 
HOUSING CONFERENCE, INC. 


Mr. Chairman, my name is Ira Robbins. I am chairman of the board of 
directors of the National Housing Conference. I am also an attorney and 
devote full time to my work as executive vice president of the Citizens’ Housing 
and Planning Council of that city. 

At the time of the round-table conducted by your committee on the subject 
of mortgage credit, our executive vice president inquired of the staff if partici 
pation Was contemplated by public interest organizations, labor and others. 
We were advised that such participation was not what the committee was seek- 
ing at that time. We agreed that such a determination was sound. 

Reviewing the testimony, however, we find a statement with reference to the 
low-rent public housing program, made by Chairman W. McC. Martin of the 
Federal Reserve Board which in our opinion should be challenged. It is only 
logical to conclude that other interests will use Mr. Martin’s statement as the 
spring-board for an all-out attack on the low-rent housine program, probably 
before your committee, in the Congress and throughout the Nation 

It is with that thought in mind that we of the National Housing Conference 
respectfully request that this brief statement be inserted in the record of the 
hearings of February 6, 7 and 8, so that Mr. Martin’s statement will not go un- 
challengea by those who represent a consumer and public interest in our critical 
housing situation. 

May I preface my statement by saying that it is our opinion that the Senate 
Committee on Banking and Currency performed a magnificent public service in 
conducting the informal round-table hearing on mortgage credit. In reviewing 
the testimony it would seem to us a fair conclusion that most participants did 
not join Mr. Martin in the belief that his discussion of the financing of low- 
rent public housing was germane to the purpose of the hearings. Yet, by taking 
it out of context he has placed a valuable weapon in the hands of those who are 
spending vast sums and unlimited energy in attempting to block the low-rent 
housing program in communities, in States, and in the Nation. 

Mr. Martin’s attack, as you will recall, was on the bonds that have been issued 
by local housing authorities to finance the construction of low-rent public 
housing. At the beginning he indicated this as being his “personal convictions.” 
Later he indicated that it was also the concern of the Federal Reserve Board. 

Both Senator Sparkman and Senator Robertson elicited from Mr. Martin the 
opinion that SO00000 homes recommended for construction in the coming year 
could, in Mr. Martin’s words, “be meshed into the present picture without 
seriously disrupting the economy. That is the Government's policy in which we 
have participated.” 

It is our understanding that in arriving at this total achievable figure for 
housing in the coming year, 75,000 units have continuously been included as the 
amount that should go for public low-rent housing. Nevertheless, based on Mr. 
Martin's statement, in all likelihood a drive will be made to have the low 
rent housing program suspended, and the 75,000 homes programed for that 
group transferred to the total allotted private, speculative builders. 

We believe it fair to point out that families being served by the low-rent 
housing program of 75,000 new units for the coming fiscal vear are families of 
low income who suffer from the greatest housing need. Preference for such 
housing under national policy will be given to communities in critical defense 
areas. Low-income workers, essential to the defense effort will be housed. 
Without this program they would have no hope for adequate shelter. No one 
has ever suggested that private enterprise can supply homes for these low- 
income families. The construction of such homes, however, is a basic part of 
national policy adopted in the Housing Act of 1949. 

Moreover, so long as a substantial volume of housing is to be built as part 
of the present economy—and Mr. Martin concedes that a total program of 800,- 
000 units in the coming fiscal year can be meshed into the present picture—it is 
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certainly sound as a matter of national policy that there be an equitable dis- 
tribution of this housing, among different income groups. It «an hardly be 
argued seriously that it is less inflationary to build housing for high-income 
families and at high rents, than it is to build housing for low-income families 
at low rents. Since private builders cannot provide new housing for such low- 
income families, the deferment of public housing would amount to a denial 
of any new housing for low-income families, and the building of new housing 
only for higher income families. Certainly a public housing program of 75,000 
units for this coming fiscal year represents a minimum participation by low- 
income families in a total annual program of 800,000 units. ; 

Mr. Martin, under direct questioning by Senator Robertson, agreed that the 
major consideration with the Federal Reserve Board is inflation. Yet he raised 
questions as to the financing methods of low-rent public housing. These financ- 
ing methods were considered carefully by the Congress in the Housing Acts 
of 1937 and 1949. Actual operations of such financing have demonstrated the 
wisdom of the act. Private investors have provided the funds to finance the 
full cost of public housing projects at low interest rates. On the last financing 
involving bonds of local housing authorities, maturing serially over a period of 
40 years, the average interest rate was slightly under 2 percent per annum. 
The effect of such low interest rates is to reduce the annual cost of the program 
so that the annual contributions required of the Federal Government are sub- 
stantially less than the maximum permitted by Federal law. 

The policy of issuing tax-exempt, local housing authority bonds for the purpose 
of financing low-rent public housing was established by the Congress in 1937. 
That policy has been reaffirmed repeatedly. It follows the long-established 
practice of tax-exemption of bonds of States, municipalities and other public 
agencies created by the States to carry out public purposes and functions. In 
the Housing Act of 1937 Congress properly determined there was no reason to 
draw a distinction between the obligations issued by local public agencies for 
housing and slum clearance, and obligations issued by other State and local 
public agencies on other programs undertaken in the public interest. 

The alternative to a program of enlisting private financing through the sale 
of bonds by housing authorities would be for the Federal Government to provide 
the funds for the building of low-rent housing projects, through direct loans 
to local authorities. Such a program would have inflationary tendencies that 
are not present under the present program. If the Federal Government were 
to make loan funds available, it would have to issue additional Federal obli- 
gations. This would provide a basis for additional bank credit. This is an 
inflationary factor which is absent under the present program when local 
housing authority bonds are sold directly to private investors. 

Obviously the question of need and the social implications of the critical housing 
job ahead has no part in the thinking of the Federal Reserve Board, if Mr. 
Martin speaks for the Board, rather than for himself as he first indicated. 

The need for housing in the coming year is at least twice the 800,000 units that 
seem achievable under available materials and the present economic stress. It 
would seem to us nothing short of a national disaster for the Government at 
this hour to turn its back on families in the greatest need. 

The low-rent housing program has the support of vast public-interest organiza- 
tions in our country—labor, veterans, religious groups, minority organizations, 
and many others . It has always had bipartisan support in the Congress. It is 
one of the bulwarks of our democracy in these critical hours. 

May I conclude by saying with all clarity that Mr. Martin must not have meant 
to leave the impression that low-rent public housing is more inflationary than 
any other housing buiit at this time. It just isn’t so. The National Housing 
Conference would not ask to trespass on the time and space of the committee in 
its deliberations on mortgage credit, if a challenge had not been thrown at one 
of the great economic and social achievements of the last quarter century, by 
so prominent a spokesman as the Chairman of the Federal Reserve Board. 


STATEMENT BY BorIS SHISHKIN, SECRETARY, Hovustnc COMMITTEE, AMERICAN 
FEDERATION OF LABOR 


Our attention has been called to a statement made by Mr. William McChesney 
Martin, Chairman of the Board of Governors of the Federal Reserve System, 
in his testimony before your committee on Wednesday, February 6. At that time, 
Mr. Martin said: “One important factor—and here I come to one of my personal 
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convictions—which is disturbing to us, the tax exempt bonds, which are being 
issued to finance public housing. * * * Not only do such issues absorb some 
of the funds which would otherwise supply a market for Government property, 
or mortgages guaranteed by new private construction, but they afford an oppor- 
tunity for wealthy individuals and corporations to reduce, leg «ly, their income- 
tax payments in a period when it is essential that tax revenues be as large as 
possible.” 

Later on, Mr. Martin admitted that he was “not a housing expert” and there- 
fore it may be assumed that his criticism of the financing of the low-rent public 
housing program was based only on his view as to what he alleged would be its 
inflationary effect. 

We want to emphasize at the outset that the importance of the low-rent public 
housing program cannot and should net be divorced from its essential role in 
meeting the housing needs of American families. Congress authorized the low- 
rent public housing program in the Housing Act of 1949 because it believed that 
it provided the only means for low-income families to obtain adequate housing. 
Certainly that need has not diminished. There are still millions of low-income 
families living in substandard housing in both urban and rural areas who look 
to the low-rent public housing program as the only way of obtaining decent homes 
in which to bring up their children. We are, therefore, dismayed by the lack of 
concern which Mr. Martin has shown for the acute needs of this underprivileged 
group for decent homes. 

Mr. Martin stated that in his view the goal of 800,000 residential units of all 
types for 1952 “can be meshed into the present picture without seriously disrupt- 
ing the economy.” We certainly agree that the goal of 800,000 units is not in- 
flationary and can be supported on the basis of the available supply of manpower 
and materials. However, we are unable to understand how it can be asserted 
that the total goal of 800,000 is not inflationary but the small part represented 
by low-rent public housing somehow is inflationary. Certainly if manpower 
and materials are available for the 800,000 units, which represent the anticipated 
total number of starts for this year, they are also available for the 75,000 units 
of low-rent public housing contained in the President's budget or even for the 
135,000 units authorized by the Housing Act of 1949. 

Mr. Martin’s concern about the alleged injurious effects of public housing 
financing evidently stems from his belief that bond issues to finance public housing 
absorb some of the funds which would otherwise supply a market for “ . 
mortgages guaranteed by new private construction.” In this Mr. Martin's 
belief is wholly unfounded. Low-rent housing for low-income families does not 
in any way compete with privately financed new construction. New privately 
financed housing is wholly beyond the financial reach of low-income families 
eligible for publicly aided low-rent housing programed by the local housing 
authorities. It is conceivable that some investment funds might be placed in 
the housing authorities’ bonds rather than the FHA-guaranteed mortgages. But 
surely, the investment of such funds in mortgages making possible relatively 
high-priced housing is far more inflationary than their contribution to low-cost 
housing. 

Mr. Martin's statement is evidently prompted solely by his lack of sympathy 
with the objective of the Congress in authorizing the low-rent public-housing 
program. Mr. Martin would prefer to see all of our housing construction provid- 
ing houses for families who can afford to buy or rent the high-price dwellings 
and permit none of it to go to low-income families who can obtain decent homes 
only through the low-rent, public-housing program. 

Mr. Martin also criticizes the financing of the public-housing program because 
it is carried on through the medium of tax-exempt bonds. The issuance of tax- 
exempt bonds by local housing authorities has resulted in a low interest rate 
which thereby cuts the costs of the entire program and in particular reduces 
the amount which the Federal Government must appropriate for annual con- 
tributions for low-rent public housing. Mr. Martin certainly knows that tax- 
exempt bonds are no new feature on the American financial scene. States and 
municipalities finance all sorts of activities and projects through the use of 
tax-exempt bonds, and it has been the long-standing policy of Congress to 
exempt such bonds from Federal taxation. Certainly the low-rent public-housing 
program must have a high priority on the list of local activities. We can see 
no reason why this one activity of local governments, which we believe is among 
the most important from the standpoint of the welfare of the citizens of these 
local communities, should be discriminated against by being denied tax exemption 
which is given as a matter of course to other State and local bond issues. 








132 MORTGAGE FINANCING 


We are confident that your committee will recognize the essential role which 
the low-rent public-housing program plays in the entire mobilization effort and 
will continue to give it your active support. 


STATEMENT OF Warp A. SMITH, TACOMA, WASH., NATIONAL ASSOCBATION, OF .REAL 
EstraTe Boarps 


Mr. Chairman and gentlemen, on behalf of the National Association of Real 
Estate Boards, I want to thank you and the committee for giving us the oppor- 
tunity to participate in this conference. 

In 1951 nearly 1 million new homes were produced for private use and owner- 
ship. Yet last year we built only about 2 percent of the total dwelling supply 
of the Nation. In other words, about 98 perecnt of our homes are in the existing 
supply. We point out this fact to show the importance of an adequate flow of 
funds for financing of existing homes in relation to the over-all problem of ade- 
quate financing for housing construction. 

It has been estimated that our membership handles more than 80 percent of 
the transactions involving the sale of existing housing in the United States. And 
it is from this standpoint, as well as on behalf of approximately 10,000 home 
builders who are members of our organization, that we respectfully call to the 
committee’s attention several important factors developed at the conference. 

While consideration of the entire mortgage market was“sctreduled on the 
agenda for the 3-day meeting, it was significant that most of the discussion 
centered about (1) the availability of mortgage money for VA guaranteed and 
FHA insured homes, (2) construction of homes in remote areas within critical 
defense housing areas, (3) the relationship of mortgage lending to the national 
economic picture. 


1. AVAILABILILY OF MORTGAGE MONEY FOR VA GUARANTEED AND FHA INSURED HOMES 


It was apparent early in the conference that adequate funds would be available 
for mortgage lending if a realistic approach were taken to provide proper distri- 
bution. Most of the witnesses representing lending institutions made it clear 
that they were trustees for the savings of hundreds of thousands of Americans, 
that it was their responsibility to invest those savings in such manner as to 
insure the maximum yield. These same witnesses made it perfectly clear that 
corporate and bond issues of top quality rating were returning greater yield than 
VA and FHA investments. 

On this subject the policy of the National Association of Real Estate Boards, 
adopted at our convention in November 1951 is: 

“The present scarcity of funds for mortgage financing is, among other things, 
seriously restricting the acquisition of homes by veterans and by those of limited 
means. 

“There is a direct relationship between the yield on long-term Government 
bonds and mortgage interest rates. 

“We believe that the interest rates on FHA insured and VA guaranteed mort- 
gages should seek their own level in a competitive market and bear proper 
relationship to the going interest rates of Government bonds and the free mort- 
gage market. 

“We oppose the entrance of the Feedral Government into the mortgage-loan 
field through the vehicle of direct lending of the taxpayers’ funds, and we recom- 
mend that the Federal National Mortgage Association be transferred from Gov- 
ernment to private ownership and control.” 

We concur in the recommendations that the VA guarantee and FHA insurance 
programs will be increasingly effective if the interest rates under both are 
allowed to seek their own levels in a free competitive market within present 
statutory limitations. We agree that new legislation to accomplish this objective 
Is hot necessary. 


2. CONSTRUCTION OF HOMES IN REMOTE AREAS WITHIN CRITICAL DEFENSE HOUSING 
AREAS 


Evidence of the willingness and desire of private builders to construct pro- 
gramed housing in critical defense housing areas is found in the fact that nearly 
twice as many applications have been filed as units programed. 

The problem, therefore, appears to be construction of housing in the remote 
areas where some conferees indicate private money might not be available under 
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present legislation. Fear of ghost towns was expressed on several occasions. 
There was a general feeling that some special consideration must be given to the 
remote areas. 

We respectfully recommend as one possible solution a suggestion made to your 
committee on February 16, 1951, by Mr. Alexander Summer, our immediate past 
president (Hearings on Defense Housing Act, p. 392). The gist of the sugges 
tion was 100 percent FHA insurance of mortgages on defense rental housing in 
remote areas only and in addition a prepayment premium to lenders based on a 
sliding scale. This premium might be 2% percent if prepayment occurs within 
4 years from date of mortgage loan, 2 percent if prepayment is within 4 to 6 
years, and 1% percent thereafter up to 10 years. Under this plan the Govern 
ment’s liability would decrease with each monthly amortization of the insured 
mortgage, kn a short time the contingent liability would be less than 100 per- 
cent. If sucthousipg proves to require long-term use as has been the case with 
much of the World War II war housing, then the housing would be paid out at 
no cost whatever to the Government. 

We understand a plan similar in principle is being used by the Atomic Energy 
Commission, 

Startling silence accompanied a question of the conferees as to how many 
had participated in title IX defense housing mortgages. Mr. William Clarke 
focused attention upon this conclusion near the close of the conference. Since 
the matter was dismissed without comment, the committee’s attention should 
again be directed to the need for a flexible interest rate for defense housing in 
the critical defense housing areas and for the complete removal of all 
tion X controls in those areas. 

I thought Mr. Morgan’s observation that a change of one-quarter of 1 percent 
in the interest rate of the average mortgage would amount to about $1.68 per 
month—slightly more than 5 cents a day 
would insure adequate financing. 


regula- 


was most significant since such change 


3. RELATIONSHIP OF MORTGAGE LENDING TO THE NATIONAL ECONOMIC PICTURI 


We are keenly aware, Mr. Chairman, of the heavy responsibility which this 
coifmittee afid@™the Convress face in coping with the enormous Federal defieit 
We understand that as much as $15 billion may have to be borrowed to cover 
the next fiscal year’s proposed budget. 

One dollar borrowed by the Government through the Federal Reserve System 
can lead, if the full process is completed, to about $6 of paper money entering 
the spending stream to bid for goods and services. This is the very essence of 
inflation. 

In my opinion one of the most wholesome contributions to the conference was 
made by Chairman William McChesney Martin of the Board of Governors of the 
Federal Reserve System. He is quoted in a prepared statement as saying: 

“* * * any effort to stimulate the flow (of 4 percent money) through addi 
tional FNMA purchases .of VA direct loans would increase the Government's 
prospective cash deficit and increase considerably the already difficult problem 
of financing the Federal budget.” 

We concur most heartily with this direct condemnation of direct lending by 
the Federal Government. We believe that it cannot possibly solve the problem 
but will merely postpone its solution at the expense of the American taxpayer. 

Mr. Martin also said: “One important new factor in the market which is very 
disturbing. to us at the. Federal Reserve is the tax-exempt bonds which are being 
issued to finance public housing. Some $328,000,000 of such issues were floated in 
the last half of 1951—together with $45,000,000 of 6-month notes—and the market 
anticipates total issues for 1952 in the neighborhood of $750,000,000. Not only do 
such issues absorb some of the funds that would otherwise supply a market for 
Government bonds or for mortgages generated by new private construction, but 
they afforded an opportunity for wealthy individuals and corporations to reduce 
legally their income-tax payments in a period when it is essential that tax reve- 
nues be as large as possible. The issuance of these bonds at this time has been of 
special concern to the Federal Reserve since the Voluntary Credit Restraint Pro 
gram Committee, organized under the Defense Production Act, has been exerting 
strenuous efforts to keep down the volume of such tax-exempt securities other 
wise originated.” 
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The policy adopted by the National Association of Real Estate Boards at its re- 
cent convention in Cincinnati concerning this matter is as follows: 

“Tax-free housing bonds, plus the construction of locally tax-exempt public 
housing, are both highly inflationary and an additional unnecessary burden to the 
taxpayer. Federal expenditure for defense is at a new all-time high. Economy 
in Government is necessary if we are to remain solvent. We urge.an immediate 
moratorium of at least 2 years and ultimate repeal by the Congress of the author- 
ity to contract for or to construct any additional Federal public housing.” 

We therefore recommend that there should be an immediate moratorium on 
public housing contracted for or constructed in order to conserve critical building 
material and remo e a serious threat to the flow of money for urgent Government 
borrowing need and for mortgage loan money for private home purchases. 


Again I wish to thank you, Mr. Chairman, and the committee and to reiterate 


our willingness to assist the work of this committee in every possible manner. 


x 











